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FAI Investment Analysts, Inc., et al 
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OPTION AND WARRANT PACKAGES, 
AND THE SUPERVISION EXERCISED BY 
THE FIRM AND BY ITS MANAGING PART- 
NER OVER ANOTHER SALESMAN WHO 
ENGAGED IN SIMILAR MISCONDUCT 
WAS DEFICIENT, HELD, SALESMAN 
BARRED FROM ASSOCIATION WITH ANY 
BROKER-DEALER OR DEALER, AND 
FIRM AND MANAGING PARTNER CEN- 
SURED. 
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SECURITIES ACT OF 1933 
Release No. 5890/December 20, 1977 


INTERPRETATION RELATING TO THE WRITING OF 
EXCHANGE-TRADED CALL OPTIONS 


The Securities and Exchange Commission today 
announced that it had authorized the Division of Cor- 
poration Finance to issue a letter modifying its previous 
position regarding the delivery of underlying securities 
subject to Rules 144 or 145(d) under the Securities Act 
of 1933 in connection with the writing of exchange- 
traded call options. As the Commission has previously 
announced, it is currently engaged in an extensive 
study of the regulatory questions associated with 
trading in standardized options. The results of that 
study may affect the future position of the Division of 
Corporation Finance with respect to the matters 
discussed below. 


Background 


Subject to its provisions, Rule 144 (17 CFR 230.144) 
under the Securities Act of 1933 (the ‘‘Act’’) (15 U.S.C. 
77a et seq.) permits resales of securities owned by 
affiliates' of the issuer and by persons who have 
acquired restricted securities? of the issuer without 





"Rule 144(a)(1) defines ‘‘affiliate’’ of an issuer as a 
person that directly, or indirectly through one or more 
intermediaries, controls, or is controlled by, or is under 
common control with, such issuer. 


2Rule 144(a)(3) defines ‘‘restricted securities’’ as 
securities acquired directly or indirectly from the issuer 
thereof, or from an affiliate of such issuer, in a 
transaction or chain of transactions not involving any 
public offering or from the issuer in a transaction in 
reliance on Rule 240 under the Act or which were issued 
by an issuer in a transaction in reliance on Rule 240 and 
were acquired in a transaction or chain of transactions 
not involving any public offering. 
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such persons being deemed to be engaged in a distri- 
bution and thus be considered underwriters as defined 
in Section 2(11) of the Act. Similarly, paragraph (d) of 
Rule 145 (17 CFR 230.145) under the Act permits 
resales of securities acquired in business combinations 
that are subject to that rule to be made by certain 
persons,3? who might otherwise be considered under- 
writers or deemed to be engaged in a distribution, 
provided such resales are made in accordance with 
certain provisions of Rule 1447 including paragraph (f). 
Rule 144(f) requires that the securities be sold in 
‘‘brokers’ transactions’’ (as defined in paragraph (g) of 
Rule 144) and that the person selling the securities not 
solicit orders to buy such securities or make any 
payment in connection with their sale to any person 
other than the broker who executes the order to sell the 
securities. 


The Division’s interpretative letter set forth below 
relates to the proposed writing of exchange-traded call 
options on securities subject to the resale provisions of 
Rule 145(d) and subsequent sale of the underlying 
securities by delivering them in satisfaction of any 
exercise notices received on the options. The Division 
has previously expressed the view® that the writing of 
call options involves the solicitation of orders to buy the 
underlying securities and, therefore, does not comply 
with the provisions of Rule 144(f). Upon reconsidera- 
tion, because the mechanics of selling call options over 
national exchanges are similar to those involved in the 
sale on an exchange of other exchanged-traded 
securities, the Division’s view is that the writing of 
exchange-traded call options should not be deemed 
under Rule 144(f) as a solicitation for the purchase of 
the underlying securities. This view, which is 
applicable solely to the provisions of Rule 144 and Rule 





3Rule 145(c) provides that any party to any transaction 
subject to Rule 145, other than the issuer, or any person 
who is an affiliate of such party at the time any such 
transaction is submitted for vote or consent, who 
publicly offers or sells securities of the issuer acquired 
in connection with any such transaction, shall be 
deemed to be engaged in a distribution and therefore to 
be an underwriter thereof within the meaning of 
Section 2(11) of the Act. 


“The applicable provisions of Rule 144 are paragraphs 
(c) (Current Public Information), (e) (Limitation of 
Amount of Securities Sold), (f) (Manner of Sale), and 
(g) (Brokers’ Transactions). 


5See Columbia University letter (pub. avail. February 
27, 1976); Burroughs Corporation letter (pub. avail. 
August 9, 1976). 











145(d), relates only to the writing of exchange-traded 
options and does not extend to the writing or sale of 
options under any other circumstances. 


While the matter dealt with in the letter relates to the 
writing of exchange-traded call options on underlying 
securities subject to Rule 145(d), the Division’s view on 
solicitation is applicable as well to the writing of 
exchange-traded options on securities subject to Rule 
144. The Commission emphasizes, however, that the 
Division’s views relate only to the manner of sale pro- 
vision of Rule 144(f) and do not affect the other pro- 
visions of that rule. Accordingly, for sales made under 
Rules 144 and 145(d) through the writing of exchange- 
traded call options, all of the conditions applicable to 
those rules must be satisfied both at the time of the 
writing of the options and the time that the underlying 
securities are delivered pursuant to exercise notices on 
the options. With respect to sales made under Rule 144, 
the notice on Form 144 required by paragraph (h) of 
that rule would be required to be filed with the Com- 
mission and the principal national securities exchange 
on which the underlying securities are listed at the time 
the call option is written, and subsequently amended, 
in the event the option is exercised, at the time of the 
delivery of such securities.® 


The Commission reminds affiliates engaging in trans- 
actions in exchange-traded options’ of the provisions of 
Section 16 under the Securities Exchange Act of 1934 
(the ‘‘Exchange Act’’) (15 U.S.C. 78a et seq.). The 
reporting obligations of Section 16(a) and Rule 16a-6 
(17 CFR 240.16a-6) thereunder would require such 
persons to report the writing, purchase or sale of put 
and call options covering equity securities of the issuer 
at the time of the transaction, and subsequently report 
the exercise, cancellation or expiration of the options® 





®Rule 144(h) requires the Form 144 to be filed ‘‘concur- 
rently with the placing with a broker of an order to 
execute a sale.’’ Since the Division deems the writing of 
the option to be an offer to sell, its view is that the Form 
must be filed at that time. 


7Many of the national exchanges currently prohibit 
their members from accepting orders for the writing of 
call options from affiliates of the issuer of the under- 
lying securities. 


8 The Commission expresses no view as to the impact of 
the other provisions of Section 16 to transactions made 
in such options. Subject to its provisions, Section 16(b) 
provides that the issuer is entitled to any profit made by 
aten percent beneficial owner, officer or director of the 


In a related matter, the Commission has recently 
permitted shareholders to offer and sell securities 
covered by an effective shelf registration statement? 
through the writing of exchange-traded call options on 
such securities and the delivery of those securities upon 
the exercise of the options. In such circumstances, the 
Commission believed that the requirements of Section 5 
of the Act would be satisfied where: (1) a registration 
statement is in effect, having a prospectus meeting the 
requirements of Section 10 of the Act, both at the time 
the options are written and the underlying securities 
delivered; (2) copies of such prospectus are delivered, 
pursuant to Rule 153 (17 CFR 230.153) under the Acct, to 
the exchanges on which the options are written prior to 
the time the options are written and underlying 
securities delivered; and (3) such prospectus describes 
the intended plan of distribution.'"° As indicated, the 
position taken by the Division relates solely to the 
question of what is a solicitation for purposes of Rules 
144 and 145(d). Any persons considering such trans- 





issuer from any combination of purchases and sales of 
its equity securities within a six-month period. In addi- 
tion, under Section 16(c), such persons are prohibited 
from selling any equity security of the issuer if such 
security is not owned by them. 


°A shelf registration statement refers to a registration 
statement used in connection with a deferred or 
extended offering. For a description of the types of 
offerings where such registration is permitted or 
required, see Securities Act Release No. 4936, as 
amended, (December 9, 1968), (33 Fed. Reg. 18617), 
Paragraph 4. 


Under Section 5, it is required that a registration 
statement be filed with the Commission prior to an offer 
to sell asecurity and that a registration statement be in 
effect, with a prospectus meeting the requirements of 
Section 10 of the Act, prior to the sale of a security. In 
the Division’s view, the writing of a call option should 
be considered as an offer to sell the underlying securi- 
ties, and the delivery of the underlying securities upon 
the exercise of the option should be considered a sale of 
those securities. Section 5 would require, therefore, the 
filing of a registration statement prior to the writing of a 
call option on the underlying securities being registered 
and an effective registration statement with a statutory 
prospectus at the time of the delivery of the underlying 
securities. Since the terms and conditions of options 
trading provide that the option is subject to exercise 
immediately after it is written, as a practical matter in 
order to avoid violations of Section 5, it would be 
necessary to have a registration statement in effect and 
a statutory prospectus delivered to the exchange at the 
time the call option is written. 
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actions should first carefully consider the provisions of 
Rule 10b-6 (17 CFR 240.10b-6) under the Exchange 
Act."! 


As indicated in the Division’s letter set forth below, 
additional restrictions on the writing of options on 
securities whose sale is subject to the registration 
requirements of the Act or Rules 144 and 145(d) may be 
imposed by the national securities exchanges. 


The Commission authorized the Division of Corporate 
Finance to issue the following letter: 


‘*‘Dear Mr. X: 


‘*In your letter dated August 13, 1976, you request that 
this Division reconsider the position expressed in its 
letter of July 9, 1976, in response to your letter of May 
13, 1976, concerning the proposed writing by your 
client, Mr. Y, of exchange-traded call options on all or a 
portion of his shares of the common stock of 

(the ‘Company’), as more fully 





described below. 


**You state that Mr. Y acquired all of his 8,580 shares of 
the Company’s common stock on January 23, 1976, 
pursuant to a merger of Z Corporation into a wholly- 
owned subsidiary of the Company. In connection with 
the above-described merger, you indicate that the 
Company filed a registration statement on Form S-14 
under the Securities Act of 1933 (the ‘Act’) covering 
shares issued pursuant to the merger, including the 
8,580 shares issued to Mr. Y (the ‘Y shares’). You 
further indicate that Mr. Y formerly served as a director 
of Z Corporation. Accordingly, you represent that sales 
of the Y shares are required to be effected in 
accordance with the provisions of Rule 145(d) under the 
Act. You further state that Mr. Y is not an officer, 
director or ten percent shareholder of the Company. 


**You indicate that Mr. Y proposes to write exchange- 
traded call options on the Company’s common stock 
(which options are listed and traded on the American 
Stock Exchange (‘Amex’) and the Chicago Board 
Options Exchange (‘CBOE’)) in unsolicited brokerage 





"Rule 10-6 prohibits, subject to certain specifically 
enumerated exceptions, underwriters and prospective 
underwriters, issuers, selling shareholders and broker- 
dealers who are participating, directly or indirectly, ina 
distribution of securities to bid for or purchase any 
securities which are the subject of the distribution or 
any securities of the same class and series or any right 
to purchase such securities until after such persons 
have completed their respective participations in the 
distribution. 
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transactions. In the event that an exercise notice is 
subsequently assigned against his option account, you 
state that Mr. Y proposes to satisfy his obligations 
thereunder by delivering the requisite number of the Y 
shares of the Company’s common stock, provided, of 
course, that such shares can lawfully be sold at that 
time. 


“‘In your letter of May 13, 1976, you state that, in your 
opinion, sales by Mr. Y of the Y shares in response to 
an exercise notice would comply with the provisions of 
Rule 145(d) under the Act. In our letter of July 9, 1976, 
we stated that this Division was unable to concur with 
your opinion because the proposed writing of call 
options for the Company’s stock and the subsequent 
sale of the Y shares to exercising holders of the options 
would involve the solicitation of orders to buy the 
common stock of the Company and, accordingly, would 
not be in compliance with the requirement of paragraph 
(f) of Rule 144 that the Y shares be sold in ‘broker’s 
transactions’, as defined in that rule. 


‘‘Pursuant to your request for reconsideration, and 
after further evaluation of the facts and representations 
contained in your previous letters, the Commission has 
directed this Division to inform you that sales of the Y 
shares by your client in response to the receipt of an 
excercise notice from a holder of a call option for the 
Company’s stock, in the manner described above, 
would not involve the solicitation of an order to 
purchase those shares and, therefore, would not be in 
violation of Rule 144(f). Accordingly, this Division 
withdraws the position with respect to Rule 144 pre- 
viously taken in its letter of Juiy 9, 1976. We wish to 
emphasize, however, that the foregoing position is 
based upon your representation that all of the 
conditions of Rule 145(d) (pursuant to which the Y 
shares are required to be sold in accordance with 
certain enumerated provisions of Rule 144) shall be 
satisfied at the time the call options are written and the 
Y shares sold in the manner described above. 


‘‘Notwithstanding the views expressed herein with 
respect to Rule 145(d) under the Act, the Division of 
Market Regulation has requested that we inform you 
that the rules of certain exchanges may impose restric- 
tions on the delivery of underlying securities in satis- 
faction of option exercise notices. Specifically, your 
attention is directed to Amex Option Rule 928, which 
provides, inter alia, that members and member 
organizations may not accept shares of an underlying 
security ‘which may not be sold by the holder thereof 
except upon registration thereof pursuant to the pro- 
visions of the Securities Act of 1933 or pursuant to SEC 
rules promulgated under the Securities Act of 
1933...’ for the purpose of satisfying an exercise 
notice assigned against an option contract. 





‘‘The Division of Market Regulation has further 
requested that we direct your attention to certain 
additional exchange rules as well as various rules of the 
Federal Reserve Board (‘FRB’) which may have general 
application to the proposed transactions including, but 
not limited to, Amex Rule 462, Amex Options Rules 928 
and 940, CBOE Rule 12.1 et seq., and FRB Rules 
promulgated pursuant to Section 7(a) of the Securities 
Exchange Act of 1934 (12 CFR 220 et seq.). Responsi- 
bility for ensuring that the proposed sale of the Y 
shares are effected in compliance with the foregoing 
rules and any other applicable rules must, of course, 
rest with your client.’’ 


By the Commission. 


George A. Fitzsimmons 
Secretary 
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SECURITIES EXCHANGE ACT OF 1934 
Release No. 14285/December 16, 1977 


In the Matter of 


NEW YORK STOCK EXCHANGE, INC. 
55 Water Street 
New York, New York 


(SR-NYSE-76-34) 


ORDER EXTENDING TIME FOR COMMENT WITH 
RESPECT TO PROPOSED CHANGES TO NYSE RULE 
405. 


The Securities and Exchange Commission today 
extended until January 1, 1978 the time allotted for 
interested persons to comment or request a public 
hearing in connection with the Commission’s pro- 
ceedings to determine whether to disapprove the 
changes proposed by the New York Stock Exchange, 
Inc. (the ‘‘NYSE’’) to Rule 405, the ‘‘Know Your 
Customer’’ rule. ' 


Background 


On November 7, 1977 in Securities Exchange Act 
Release No. 14143,2 the Commission instituted pro- 





‘Securities Exchange Act Release No. 14143 (November 
7, 1977), 42 FR 59148 (November 15, 1977) (‘‘Release 
No. 14143’’). 


Id. 


ceedings pursuant to Section 19(b)(2) of the Securities 
Exchange Act of 1934 (the ‘‘Act’’) with respect to the 
NYSE’s proposed rule changes to Rule 405,° its ‘‘Know 
Your Customer’’ rule. In that order the Commission 
identified the grounds which it was considering as 
bases for disapproval of the proposed changes. The 
Commission’s concerns were grounded primarily in the 
requirements of Section 6(b)(5) of the Act which 
prescribes that the rules of a nativnal securities 
exchange be designed, among other things, to prevent 
fraudulent and manipulative acts and practices, to 
promote just and equitable principles of trade, and to 
protect investors and the public interest. 


in summary the Commission believes that the proposal 
raises three major questions: (1) whether or not the 
complete or substantial negation of the duty of a firm 
which carries or clears customer accounts on a fully- 
disclosed basis to ‘‘know its customer’’ and to super- 
vise the trading activity in those accounts is consistent 
with the purposes of the Act; (2) whether or not the 
execution of isolated (i.e., not to exceed five trans- 
actions during any twelve month period unless other- 
wise approved by the NYSE) and unsolicited purchases 
and sales of securities valued at $2,000 or less per 
transaction is consistent with the purposes of the Act; 
and (3) whether or not the rephrasing of the duty of the 
broker or dealer or deletion of certain specific responsi- 
bilities establishes a duty that is consistent with the 
Act.4 


In its order the Commission recognized that amend- 
ments to Rule 405 which would delineate the relative 
duties of carrying and introducing firms would be 
appropriate. It remained uncertain, however, that the 
changes as proposed were consistent with the Act, 
particularly Section 6(b)(5). 


Discussion 


In the order instituting disapproval proceedings the 
Commission specified that, since the issues raised 





3See Release No. 14143 for a fuller discussion of the 
Commission’s proposed grounds for disapproval. 


“Notice of the initial filing was given in Securities 
Exchange Act Release No. 12674 (July 20, 1976), 41 FR 
34136 (August 12, 1976); notice of the amended 
proposal was given in Securities Exchange act Release 
No. 13821 (August 2, 1977), 42 FR 40920 (August 9, 
1977). No comments were received. The Commission 
extended until November 7, 1977 the time for its action 
on this proposal in Securities Exchange Act Release No. 
13953 (September 13, 1977), 42 FR 47603 (September 
21, 1977). 
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presented matters of legal interpretation, it would, at 
least initially, consider the issues based on written 
submissions. It invited interested persons to submit 
their written data, views, or arguments and requests 
for oral presentations of views within thirty (3) days 
from November 7, 1977, the date of the order. It also 
established a ten (10) day period subsequent thereto for 
rebuttal of any statement tendered. 


The Commission has received two written requests for 
extensions of the time for comment on the proposed 
rule change.® Because of the importance of the policy 
determination presented by these proposals which, if 
approved, may be expected to establish the industry 
standard, because of the apparent diversity of industry 
practice in ascertaining essential facts relative to 
customers and supervising accounts, particularly those 
introduced on a fully disclosed basis, and because of 
the acknowledged need for clarification of the relative 
obligations of clearing and introducing firms, the 
Commission has determined that a longer period for 
submission of written comment is appropriate. 


Therefore, the Commission hereby extends until 
January 1, 1978 the time for interested persons to 
comment and to request an opportunity for oral 
presentations of views. Rebuttal arguments must be 
submitted within ten (10) days thereafter. Persons 
wishing to make written submissions or rebuttal state- 
ments should file six (6) copies thereof with the 
Secretary of the Commission, Securities and Exchange 


Commission, 500 North Capital Street, Washington, 
D.C. 20549. All submissions should refer to File No. 
SR-NYSE-76-34. Copies of all submissions will be 
available for inspection at the Commission’s Public 
Reference Room, 1100 L Street, N.W., Washington, 
D.C. Copies of the proposed rule changes are also 
available at the principal office of the NYSE. 


By the Commission. 


George A. Fitzsimmons 
Secretary 








5The Securities Industry Association (the ‘‘SIA’’), Loeb 
Rhoades Inc. and the Association of Investment 
Traders have requested that the Commission afford 
them the opportunity to present oral testimony on the 
factual questions, policy issues, and regulatory 
concerns expressed by the Commission in its order and 
to respond to questions by the Commission and the 
staff. It is expected that the Commission will consider 
these requests early in January 1978. 
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SECURITIES EXCHANGE ACT OF 1934 
Release No. 14286/December 19, 1977 


NOTICE OF FILING OF PROPOSED RULE CHANGE 
BY THE AMERICAN STOCK EXCHANGE, INCOR- 
PORATED 


File No. SR-Amex-77-35 


The American Stock Exchange, Incorporated, sub- 
mitted on December 1, 1977, a proposed rule change 
under Rule 19b-4, designated by the Amex as a 
commentary under .01 to its existing Rule 909, 
providing for the imposition of trading restrictions on 
discount opening option writing transactions during the 
pendency of underwritten distributions of securities 
underlying call options traded on the Amex. 


Publication of the submission is expected to be made in 
the Federal Register during the week of December 19, 
1977. In order to assist the Commission to determine 
whether to approve the proposed rule changes or 
institute proceedings to determine whether the pro- 
posed rule changes should be disapproved, interested 
persons are invited to submit written data, views and 
arguments concerning the submission within 30 days 
from the publication in the Federal Register. Persons 
desiring to make written submissions should file six 
copies thereof with the Secretary of the Commission, 
Securities and Exchange Commission, 500 North 
Capitol Street, Washington, D.C. 20549. Reference 
should be made to File No. SR-Amex-77-35. 


Copies of the submission and of all written comments 
will be available for inspection at the Securities and 
Exchange Commission’s Public Reference Room, 1100 
L Street, N.W., Washington, D.C. Copies of the filing 
will also be available at the principal office of the 
above-mentioned self-regulatory organization. 


For the Commission by the Division of Market Regula- 
tion, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 14287/December 19, 1977 


In the Matter of 





COLONIAL SECURITIES, INC. 
One Exchange Place 
Jersey City, New Jersey 


PAT CATIZONE 
7 Logan Place 
Morristown, New Jersey 


ORDER IMPOSING REMEDIAL SANCTIONS 


In this broker-dealer proceeding pursuant to the 
Securities Exchange Act of 1934! (‘‘Exchange Act’’), 
Colonial Securities, Inc. (‘‘Colonial’’) and Pat Catizone 
(‘‘Catizone’’) have submitted offers of settlement, 
without admitting or denying the allegations contained 
in the Order for Proceedings, which the Commission 
has determined to accept. 


On the basis of the Order for Proceedings and the 
Offers of Settlement, it is found that: 


(1) Colonial and Catizone wilfully violated and wilfully 
aided and abetted violations of Sections 5(a) and 5(c) 
and 17(a) of the Securities Act of 1933 (‘‘Securities 
Act’’) and Section 10(b) of the Exchange Act and Rules 
10b-5 and 10b-6 thereunder; 


(2) On November 15, 1976, on consent, a final 
judgment of permanent injunction was entered in the 
United States District Court for the District of Utah 
enjoining Colonial and Catizone from violating Sections 
5(a), 5(c) and 17(a) of the Securities Act and Section 
10(b) of the Exchange Act and Rule 10b-6 thereunder in 
connection with the offer and sale of the common stock 
of Continental Gold and Silver Corporation, or any 
other securities. SEC v. Continental Gold and Silver 
Corp., et al. (D. Utah); and 


(3) On January 14, 1977 and May 16, 1977, on consent 
final judgments of permanent injunction were entered 
in the United States District Court for the Southern 
District of New York enjoining Catizone and Colonial 
respectively from violating Sections 5(a), 5(c) and 17(a) 
of the Securities Act and Section 10(b) of the Exchange 
Act and 10b-5 and 10b-6 thereunder in connection with 
the offer and sale of the common stock of Tucker 
Drilling Company, Inc., or any other securities. SEC v. 
Orofino, et al. (S.D.N.Y.). 


In view of the foregoing, it is in the public interest to 
impose the sanctions specified in the offers of settle- 
ment. 





‘Instituted June 14, 1977. See Securities Exchange Act 
of 1934 Release Nos. 13681 and 13682. 


Accordingly, IT 1S ORDERED that: 


(1) Colonial Securities, Inc. be, and it hereby is: 


(a) suspended for a period of five (5) days 
from entering any quotations in any inter- 
dealer market; and : 


(b) making or causing to be made a market 
in any security. 


(2) Pat Catizone be, and he hereby is: 


(a) barred from association with any 
broker, dealer or investment company, 
provided that after three (3) years he may 
apply to become reassociated in an non- 
supervisory and non-proprietary capacity 
upon a showing that he will be adequately 
supervised; and 


(b) ordered to divest himself of his 
ownership interest in Colonial Securities, 
Inc. or its successor, within thrity (30) days 
from the effective date of this sanction, by a 
sale to a bona fide purchaser, and shall not 
retain any equitable, beneficial, direct or 
indirect interest in Colonial Securities, Inc. 


This Order is to take effect at the opening of business 
on the second Monday after the date of this Order. 


For the Commission. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 14288/December 19, 1977 


Admin. Proc. File No. 3-5007 

In the Matter of 

FAI INVESTMENT ANALYSTS, INC. 
2480 Windy Hill Road 

Marietta, Georgia 


(8-14658) 


FINANCIAL ANALYSTS, INC. 
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RICHARD F. BRIDGES 
OPINION OF THE COMMISSION 
BROKER-DEALER PROCEEDING 


Failure to Keep Proceeds of Offerings in Escrow or 
Trust Accounts 


Failure to Refund Proceeds of Offerings 


Failure to Comply with Net Capital and Recordkeeping 
Requirements 


Where registered broker-dealer did not keep the 
proceeds of offerings in escrow or trust accounts and 
refund them in compliance. with applicable require- 
ments and representations in sales literature, and 
failed to comply with net capital and recordkeeping 
requirements, held, in the public interest to suspend 
registrant’s broker-dealer registration for one year, and 
to suspend registrant’s president, the sole general 
partner in each of the partnerships whose securities 
registrant sold, and firm that owns registrant, from 
association with any broker-dealer for a like period. 


APPEARANCES: 


Christopher J. Valianos, of Valianos, Joh & Homer, for 
respondents. 


Joseph L. Grant, for the Division of Enforcement of the 
Commission. 


Financial Analysts, Inc., FAl Investment Analysts, Inc. 
(‘‘registrant’’), Financial’s wholly-owned registered 
broker-dealer subsidiary, and Richard F. Bridges, 
president of both Financial and registrant, appeal from 
an adverse decision of an administrative law judge. 


Registrant specialized in syndicating ‘‘tax shelter’’ 
limited partnerships in which Bridges was the general 
partner. In the fall of 1974, registrant was offering, in 
‘“‘private placements,’’ units of participation in two 
such partnerships, D. N. Company and The Mulberry 
Company, each of which was organized to raise money 
to purchase or produce a motion picture. The offerings, 
made on a ‘‘best efforts’’ basis, consisted of 20 units of 
D. N. at $11,700 per unit, and 40 units of Mulberry at 
$12,833 per unit. 


The D. N. sales literature furnished investors indicated 
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that unless the entire offering was sold by October 31,' 
all sales would be cancelled and the proceeds received 
from investors would be refunded to them. In the 
Mulberry offering, respondents’ sales literature 
represented to investors that their funds would be 
placed in escrow and that, unless 20 of the 40 units 
were sold by December 16, the partnership would be 
dissolved and the amounts paid by investors returned 
to them. 


The administrative law judge found that respondents 
did not keep the funds received from investors in 
escrow or in segregated accounts prior to selling the 
requisite amounts of these offerings, and did not return 
the funds to investors when such amounts were not sold 
by the specified dates. He therefore concluded that 
respondents violated Rules 10b-92 and 15c2-43 under 
the Securities Exchange Act. 


In neither offering was the requisite number of units 





‘Although the D.N. brochure did not specify the date in 
question, it did state that payment of $55,000 for the 
purchase of a movie was required by October 31, 1974. 
The administrative law judge found that, since this was 
an ‘‘all or none’’ offering, it was implicit that all units 
were required to be sold by that date. No exception was 
taken to that finding, and we affirm it. 


?Rule 10b-9, in pertinent part, makes it a deceptive 
device for any person to represent that a security is 
being offered on an ‘‘all-or-none’’ or ‘‘part-or-none’”’ 
basis unless the offering is made on condition that the 
consideration paid will be promptly refunded to the 
purchaser in the event that all the securities or a speci- 
fied number of them are not sold at a specified price 
within a stated time, or the seller does not receive the 
total amount due him by a specified date. 


3Rule 15c2-4, as here pertinent, makes it a fraudulent 
practice for a broker-dealer to accept money from 
investors in an ‘‘all-or-none’’ or ‘‘part-or-none’’ 
distribution unless: the funds are promptly deposited 
in a separate bank account as agent or trustee for the 
persons having the beneficial interests therein ‘‘until 
the appropriate event or contingency has occurred,’’ 
and then promptly transmitted to the persons entitled 
to them; or the funds are promptly transmitted to a 
bank which has agreed to hold them in escrow for the 
persons having the beneficial interests therein and to 
transmit them directly to the persons entitled to them 
“when the appropriate event or contingency has 
occurred.’’ 





sold and paid for by the required date.* Nevertheless, 
no refund was made to investors. Instead, both issuers 
diverted substantial sums to other uses.5 For example, 
they paid commissions to registrant. And D. N. bought 
a $15,000 certificate of deposit which it used to 
collateralize a bank loan to Financial. We think it clear 
that, since the conditions precedent specified in the 
offerings were not met, neither respondents nor the 
issuers were entitled to the use of the proceeds.® 


Respondents tell us that they thought ‘‘the minimum 
number [of units] had been sold or committed’’ in each 
offering, and that they did so in reliance on ‘‘reserva- 
tion lists,’’ which assertedly reflected sales and 
payments not yet recorded on registrant’s blotters, and 
on information gathered from salesmen. Thus they 
claim that they had no intent to deceive, and argue that 
the fraud charges against them must be dismissed 
under the Supreme Court’s interpretation of Section 
10(b) of the Securities Exchange Act in Ernst & Ernst v. 
Hochfelder.7 


We consider Hochfelder inapplicable to these 
administrative proceedings.® But the administrative 





*Registrant’s sales blotter reported the sale of 19 D.N. 
units by October 31, and 10 Mulberry units by 
December 16. 


5Registrant deposited the proceeds of the D.N. offering 
in a separate bank account in D. N.’s name. D.N. spent 
some $95,000 on October 21 and 22. 


Registrant transmitted the proceeds of the Mulberry 
offering to a bank which held them as escrow agent. 
But on or about December 19, the bank transferred all 
the funds in the Mulberry escrow account, then 
$152,000, to the Mulberry operating account. The bank 
did that pursuant to the instructions of Bridges who 
personally guaranteed the payment of an additional 
$38,000 for the Mulberry units. And on December 19, 
Mulberry made disbursements of some $52,000. 


SAs we stated in Securities exchange Act Release No. 
11532 (July 11, 1975), 7 SEC Docket 403, 404: ‘‘Rule 
15c2-4 thus imposes an obligation on the broker-dealer 
to ensure that funds received by him are not dissipated 
in any fashion—including by disbursement to the 
issuer—unless the contingency has been fully 
satisfied.’’ 


7425 U.S. 185 (1976). 


8See Steadman Security Corporation, Securities 
Exchange Act Release No. 13695 (June 29, 1977), 12 
SEC Docket 1041, 1050-51. 


law judge found that respondents had the requisite 
scienter. We agree.® Rules 10b-9 and 15c2-4, when read 
together, make it perfectly clear that securities must 
not only be sold but paid for by the contingency date. 
Bridges admitted that sales were not considered final 
unless reflected on the ‘‘reservation lists,’’ and that 
this did not happen until registrant’s salesmen received 
payment. But the ‘‘reservation lists’’ did not show sales 
of the requisite number of units on the contingency 
dates. Although respondents claim to have had 
‘‘commitments’’ for the remaining units by those 
dates, it is clear that they had not yet received 
payment. 


We therefore find that respondents, who were 
professionals in the securities business and controlled 
each of the partnerships in question, '° flouted the 
explicit rules we promulgated to protect investors in 
offerings of this type, and deliberately disregarded 
their own representations to customers.'' The adverse 
tax consequences to investors that respondents assert 
would have been engendered by refunds are no 
justification for the flagrant derelictions here. As found 
by the administrative law judge, respondents 
‘knowingly violated the securities laws.’’ 


It follows that respondents willfully violated or willfully 
aided and abetted violations of Sections 10(b) and 
15(c)(2) of the Securities Exchange Act and Rules 10b-9 
and 15c2-4 thereunder. 


The administrative law judge found that registrant’s 
net capital was deficient on a number of dates in 1974 
and 1975. He also found that registrant’s records did 
not reflect its liability to investors arising out of the D. 





°See Lipper v. S.E.C., 547 F.2d 171, 181 (C.A. 2, 1976). 


‘As previously noted, Bridges was not only the 
president of both registrant and Financial, but the sole 
general partner in each partnership. 


"Respondents argue that their ‘‘representations . . . 
with respect to the return of funds by a specified date’’ 
were not material for Rule 10b-9 purposes. But that 
Rule, unlike Rule 10b-5 under the Securities Exchange 
Act, prohibits a specific type of misrepresentation. And 
we adopted it because we considered the misrepresen- 
tations it bans always material. Hence it is not 
necessary to show materiality to establish a violation in 
the specific case. 
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N. and Mulberry offerings. Respondents do not except 
to these findings.'? Hence we find that registrant, 
willfully aided and abetted by Bridges and Financial, 
willfully violated Sections 15(c)(3) and 17(a) of the 
Securities Exchange Act and Rules 15c3-1 and 17a-3 
thereunder. '3 


IV. 


The administrative law judge suspended registrant’s 
broker-dealer registration for one year. He also 
suspended Bridges and Financial from association with 
any broker-dealer for a like period. 


Respondents think the sanctions excessive. They assert 
that the offerings were complete soon after the 
specified dates, and that there were no investor losses. 


But strict compliance with our rules relating to best- 
efforts offerings is required of those who undertake to 
sell them. Respondents disregarded those rules. That 
exposed customers to substantial risks. Moreover, we 
note that this is not the first time that registrant and 
Bridges have been disciplined by regulatory 
authorities.14 Under all the circumstances, we think the 
sanctions imposed by the administrative law judge 
appropriate. '5 





"Respondents think that, under Ernst & Ernst v. 
Hochfelder, 425 U.S. 185 (1976), scienter is necessary 
for a violation of the net capital requirements This is 
incorrect since Hochfelder refers only to the antifraud 
provisions of Section 10(b) of the Securities Exchange 
Act. 


'3The administrative law judge found certain other vio- 
lations. But we think it unnecessary to reach them. 


“In March 1975, the Commissioner of Securities for the 
State of Georgia disciplined registrant for selling 
unregistered securities, and allowing unlicensed 
salesmen to sell them. And in July 1976, the National 
Association of Securities Dealers, Inc. sanctioned 
registrant and Bridges for permitting a salesman to 
engage in the securities business without registering 
him with the Association. 


SRespondents make certain contentions that we have 
not treated explicitly. That does not mean that we have 
overlooked them. All points presented have been 
considered. Respondents’ exceptions to the _ initial 
decision are overruled or sustained to the extent that 
they are inconsistent or in accord with the views 
expressed in this opinion. 
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A suitable order will issue. 


By the Commission (Commissioners LOOMIS, EVANS, 
POLLACK and KARMEL); Chairman WILLIAMS not 
participating. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 14288/December 19, 1977 


Admin. Proc. File No. 3-5007 

In the Matter of 

FAL INVESTMENT ANALYSTS, INC. 

2480 Windy Hill Road 

Marietta, Georgia 

(8-14658) 

FINANCIAL ANALYSTS, INC. 

RICHARD F. BRIDGES 

ORDER IMPOSING REMEDIAL SANCTIONS 


On the basis of the Commission’s opinion issued this 
day its is 


ORDERED that the broker-dealer registration of FAI 
Investment Analysts, Inc. be, and it hereby is, 
suspended for a period of one year; and it is further 


ORDERED that Financial Analysts, Inc. and Richard F. 
Bridges be, and they hereby are, suspended from 
association with any broker or dealer for a period of one 
year; and it is further 


ORDERED that the aforesaid suspensions of FAI 
Investment Analysts, Inc., Financial Analysts, Inc. and 
Richard F. Bridges be, and they hereby are, effective 
commencing with the opening of business on January 
16, 1978. 


By the Commission. 


George A. Fitzsimmons 
Secretary 








SECURITIES EXCHANGE ACT OF 1934 
Release No. 14289/December 19, 1977 


Admin. Proc. File No. 3-5037 
In the Matter of 


SHAW, HOOKER & CO. 
111 Sutter Street 
San Francisco, California 


(8-2213) 

ARTHUR A. GAMBARASI 

LEROY ZACK TAYLOR 

OPINION OF THE COMMISSION 
BROKER-DEALER PROCEEDINGS 
Grounds for Remedial Sanctions 
Fraud in Sale of Securities 

Failure of Supervision 


Where registered broker-dealer’s salesman made 
fraudulent representations to customers in connection 
with sales of option and warrant packages, and the 
supervision exercised by the firm and by its managing 
partner over another salesman who engaged in similar 
misconduct was deficient, held, salesman barred from 
association with any broker or dealer, and firm and 
managing partner censured. 


APPEARANCES: 


Arthur J. Lempert, of Layman & Lempert, for Shaw, 
Hooker & Co. and Arthur A. Gambarasi. 


Leroy Zack Taylor, pro se. 


Leonard H. Rossen, Michael K. Wolensky, Leroy V. 
Amen, and Steven N. Machtinger, for the Division of 
Enforcement. 


Shaw, Hooker & Co., a registered broker-dealer 
(‘registrant’), Arthur A. Gambarasi, its managing 
partner and 95% owner, and LeRoy Zack Taylor, 
formerly one of its salesmen, appeal from an admini- 
strative law judge’s initial decision adverse to them. 
The law judge suspended Taylor from association with 
any broker or dealer for 10 business days and censured 
registrant and Gambarasi. Our Division of Enforcement 
considers these sanctions inadequate. So it too appeals. 


Around the beginning of August 1974, registrant 
opened a branch office staffed by Taylor and another 
former salesman, Mr. X., to engage in a new type of 
business, the trading of options. The law judge found 
that Mr. X. and Taylor proceeded to defraud 
customers, that under the doctrine of respondeat 
superior registrant was responsible for that fraud, and 
that registrant and Gambarasi failed to exercise 
reasonable supervision over the salesmen with a view 
to preventing their misconduct. 


That Mr. X. willfully committed fraud is undisputed.' 
As to him, the administrative law judge found as 
follows: 


Mr. X. wrote call options on the Chicago Board Options 
Exchange (‘‘CBOE’’) for more than 35 customers, the 
options being covered by warrants purchased with the 
options’ proceeds. In general, the transactions had the 
following pattern. The customer would write call 
options for 5,000 shares of American Telephone & 
Telegraph (‘‘AT&T’’) stock to be delivered for $45 per 
share on or before April 28, 1975. The sale of these calls 
resulted in a credit to the customer’s account of $10,000 
to $12,000. At about the same time, the customer would 
purchase AT&T warrants for the same number of 
shares. The warrants, whose total cost ranged from 
$6,250 to $7,500, were exercisable at a price of $52 per 
share on or before May 15, 1975. The customer did not 
have to expend any money for the warrants because of 
the credit balance in his account. 


If the price of AT&T did not exceed $45 by the time the 
options expired, the customer would profit to the extent 
of his credit balance less the commissions he had paid. 
However, for every dollar that the stock rose above $45, 
there was a potential loss of $5,000, with a maximum 
potential loss of $35,000 if the price of the stock rose to 
52. Due to a rising market in October 1974, and the 





'Mr. X., arespondent in these proceedings, was barred 
from association with any broker-dealer, investment 
company or investment adviser on the basis of his 
consent. Securities Exchange Act Release No. 12909 
(October 19, 1976), 10 SEC Docket 730. 


2The value of the warrants would increase the size of 
any profit and reduce the extent of any loss. Of course, 
if the warrants rose a point whenever the stock rose a 
point, there would be no loss at all. And such perfect 
congruence could reasonably have been anticipated had 
AT&T’s stock gone to 52. But there was no rational 
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inability or unwillingness of customers to meet margin 
calls, the customers’ positions were sold out with a loss 
to registrant of more than $300,000.° 


A number of customers also lost money when registrant 
seized whatever stock was available in their accounts. 
And registrant sued many of the customers in an effort 
to recoup its losses.* 


Mr. X. made material misrepresentations to customers. 
He told them that trading in options was ‘‘riskless’’ and 
a ‘‘sure thing.’’ He opened accounts and executed 
transactions for customers without their authorization. 
In certain cases, he inflated the amounts of the 
customers’ net worth and income, or advised customers 
to do so, in order to obtain registrant’s approval of their 
accounts. There was no basis for his wildly optimistic 
statements promising customers nothing but profits. 


IV. 


Taylor’s customers dealt in the options and warrants of 
Atlantic Richfield Co. (‘‘Arco’’). They typically wrote 
call options for the delivery of 1,000 shares of Arco 
stock at $80 per share on or before April 28, 1975. At 
about the same time, in an effort to lessen the risk of 
loss, they purchased Arco call options exercisable at 
$90 (but only until January 1975) and 1,000 Arco 
warrants. 5 





basis for assuming such perfect congruence when the 
stock was appreciably below 52. Cf. n. 5, infra. We note 
in this regard that AT&T’s common stock never went 
above 46-14 during the relevant period. Moreover, the 
market price of the warrants was being buoyed by the 
hope that AT&T would extend their exercise date 
beyond May 15, 1975. When the company announced 
that there would be no such extension, the price of the 
warrants dropped sharply, substantially eroding their 
value as a hedge against the calls that customers had 
sold. 


3Davis, Skaggs & Co., Inc., the CBOE member through 
which registrant executed its options transactions, 
shouldered $125,000 of the loss. 


4Some of the customers sued registrant which then filed 
counterclaims. 


5The warrants were exercisable at a price of $127.50 on 
or before December 31, 1976. It was Taylor’s opinion, 
based on his study of 1974 market performance, that 
the warrants would rise $3 for every $10 rise in the price 
of Arco stock. Thus, if Arco rose to 90, the resultant 
$10,000 loss to customers would be offset by a $3,000 
profit on the warrants. But Taylor’s opinion had no 
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Three customers testified with respect to their Arco 
transactions through Taylor in early October 1974. At 
that time, registrant had imposed new margin require- 
ments for customers dealing in CBOE options. 
Customers were required to post a minimum starting 
equity of $2,000 exclusive of the proceeds of any sale of 
calls. In addition, registrant’s new rules required a 
minimum equity of $1,000 to maintain an account, and 
provided that, if the equity fell below that amount, ‘‘the 
account may be closed out.’’ 


Taylor told Mr. G., one of the three customers, that he 
could ‘‘make a pretty quick $4,000’’ dealing in options 
with ‘‘practically no chance of losing money.’ 
According to Taylor, ‘‘If things really went bad,’’ 
someone would contact Mr. G. and he could get out 
with a small loss, in no event more than $2,000. Taylor 
also stated that he had money invested in the program 
itself and would be watching it closely because he 
didn’t want to lose any money and didn’t want Mr. G. 
to lose any. Mr. G. testified that he didn’t really under- 
stand the transactions in which he was engaging but 
that Taylor told him ‘‘the more you work with it the 
more you will understand it.’’ 


Mr. G.’s CBOE customer information card, which 


registrant used to determine whether a customer’s 
financial position was such as to justify its extension of 
credit in connection with options transactions, falsely 
listed Mr. G.’s net worth as $25,000 and his net income 
as $18,000. Mr. G. testified that the true figures were 


substantially below those given. Taylor admittedly 
inserted the amounts stated on the card without 
inquiring as to the true figures. 


Taylor told other customers, Mr. & Mrs. T., that they 
couldn’t lose more than $2,000 since, if the equity in 
their account fell below $1,000, the account would be 
closed out. The customers told Taylor that they 
‘[didn’t] know anything about this stuff we are going 
into,’’ and that they would ‘‘leave it in [his] hands’’ as 
long as they knew they wouldn’t have to pay out more 





reasonable basis with respect to warrants exercisable at 
a price far above the market level. As we pointed out 
more than 30 years ago, ‘‘[s]ince [long-term option 
warrants] constitute merely a call on common stock 
they are likely to be subject to extraordinarily wide 
fluctuations on the market. Their extreme market 
instability is no doubt increased by the difficulty of 
determining their value.’’ Childs Company, 24 S.E.C. 
85, 121 (1946) (footnotes omitted). The difficulty in 
forecasting such warrants’ market behavior is 
illustrated by the fact that, although Arco stock rose 
from 75-2 on October 1, 1974 to 90-%4 on December 31 
of that year, the price of the warrants fell from 11-5/8 to 
8-%. 





than $2,000. When they got confirmations showing 
transactions for much larger amounts, Taylor told them 
not to worry, that everything was under control, and 
that ‘‘he would keep [them] informed.’’ He sent Mr. & 
Mrs. T. a memo stating: 


“‘As discussed, I'll follow the Atlantic Richfield 
program. ... Will hold to not over $2000 - planning 
only $1000 to leave as reserve.’’ 


Taylor assured a third customer, Mr. M., that there 
was no way he could lose more than $2,000. Mr. M. told 
Taylor that he [Mr. M.] ‘‘[didn’t] know anything about 
this market,’’ that Taylor ‘‘[would] have to do the 
investing,’’ and that, while Mr. M. might be able to 
scrape up a few hundred dollars more,® $2,000 was all 
that he could afford to invest. Mr. M. testified that he 
relied absolutely on Taylor’s discretion, and understood 
that Taylor would try to protect Mr. M.’s $2,000 invest- 
ment since Mr. M. ‘‘just wasn’t astute in the warrants 
and options market.”’ 


All of these customers lost substantially more than 
$2,000 when registrant closed out their accounts, 
seizing whatever securities or monies were available.” 
But Taylor argues that he made no misrepresentation in 
this regard. He asserts that he had a right to rely on 
registrant to enforce its own margin rules and close out 
customers’ accounts when the equity therein dipped 
below $1,000. 


Taylor testified: 


““..1 am not a margin clerk...it is not my 
responsibility to check this nor have | ever checked it 
with any firms that | was with. There are people paid to 
do that . . . and | rely on the support of my firm to 
avoid getting into problems.’’ 


Taylor had no reasonable basis for telling customers 
that they could lose no more than $2,000. As he was 
well aware, registrant’s margin rules for option trading 
did not require, but merely permitted, registrant to 
make a margin call when the equity in a customer’s 
account dropped below $1,000. Moreover, Taylor’s 
customers were dealing in complicated packages of 
options and warrants, items which registrant had not 
handled prior to August 1974. The margin rules for 





6Taylor told Mr. M. that a small additional investment 
of $200 to $300 might be required ‘‘somewhere along 
the line.”’ 


7One customer, Mr. G., suffered additional losses when 
he placed more stock in his account in response to a 
telephone demand from Gambarasi. 


option accounts had just been put into effect. And 
calculating the precise point at which a margin call 
should be made with respect to these complicated 
packages was no easy task, particularly for those 
inexperienced in dealing with these items.® 


Moreover, Taylor deliberately led his customers to 
believe that they could rely on him to make sure that 
their losses would not exceed $2,000. Taylor knew that, 
despite his explanations, his customers did not really 
understand the complicated programs he was selling. 
They were simply putting their faith in his expertise. 
Fully aware of the customers’ faith in him, Taylor fed 
them assurances that he would follow their Arco 
programs closely and make every effort to protect their 
investments. Those assurances were false. 


Taylor seeks to excuse as a mere ‘‘error in judgment’’ 
the false financial information that he submitted to 
registrant concerning Mr. G. He argues that his 
conclusion as to Mr. G.’s integrity was accurate, 
pointing out that the customer met his obligations to 
registrant when demand was finally made upon him. 
However, the fact that the firm did not suffer a loss as a 
result of Mr. G.’s transactions hardly excuses the 
deliberate deception practiced on it by Taylor. 


We conclude, as did the administrative law judge, that 
Taylor willfully violated the antifraud provisions of 
Section 17(a) of the Securities Act and Section 10(b) of 
the Securities Exchange Act and Rule 10b-5 there- 
under.9 





8Even assuming that margin calls were made at the 
proper time, there could be no assurance that losses 
could be held to a maximum of $2,000. A sharp rise in 
the price of Arco stock or a sudden drop in the price of 
the warrants could occur before a customer responded 
to the call. When registrant finally made margin calls 
on Taylor’s customers, they were given a few day to 
respond. 


°It has been held that certain findings of fraud in 
broker-dealer proceedings are governed by a ‘‘clear 
and convincing’’ standard of proof. See Collins v. 


$-E-C., F.2d (C.A.D.C., August 12, 1977, 
amended on September 23, 1977). Whether or not such 
a standard is required is of no consequence here. We 
find the evidence with respect to Mr. X. and Taylor 
clear and convincing. 


In addition, assuming that the Supreme Court’s inter- 
pretation of Section 10(b) of the Exchange Act and Rule 
10b-5 in Ernst & Ernst v. Hochfelder, 425 U.S. 185 
(1976), is applicable to proceedings of this sort, a 
position with which we disagree, we find that the 
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V. 


On the basis of the fraud committed by Taylor and Mr. 
X., the administrative law judge found that registrant 
committed willful violations of the securities acts’ anti- 
fraud provisions. As we have frequently pointed out: 


‘« | _ . [A] firm can act only through its employees and 
agents, and the willful violations of its employees in the 
course of their employment must be considered the 
willful violations of the firm.’’'° 


Registrant does not dispute that fraud may be 
attributed to it as a result of Taylor’s activities. 
However, it contends that fraud should not be imputed 
to it because of the misconduct of Mr. X. Registrant 
concedes that Mr. X. made false and misleading state- 
ments to customers. But it states that it was the victim 
of his fraud, not the perpetrator; that Mr. X.’s object 
was not to take money from customers but to swindle 
registrant with the collusion and complicity of 
customers. It further asserts that it suffered large 
losses while many of Mr. X.’s customers lost nothing. 


For the most part, registrant’s arguments, although 
significant on the question of the quantum of remedial 
action called for, have no bearing on the issue of 
registrant’s responsibility, under the doctrine of 
respondeat superior, for the misrepresentations Mr. X. 
made to customers.'' Thus the fact that the firm 





salesmen had the requisite intent to deceive. See 
Arthur Lipper Corp. v. S.E.C., 547 F.2d 171, 181 
(1976). We note, However, that the references to 
Section 10(b) and Rule 10b-5 in our findings are merely 
cumulative. Hochfelder had no bearing on Section 17(a) 
of the Securities Act. And every finding of fraud that we 
have made in connection with the respondents’ sales of 
investment packages is made not only under Section 
10(b) and Rule 10b-5 but also under Section 17(a). See 
Steadman Security Corporation, Securities Exchange 
Act Release No. 13695 (June 29, 1977), 12 SEC Docket 
1041, 1050-1051. The sanctions which we are imposing 
in this case would be the same even if we made no 
findings under Section 10(b) and Rule 10b-5. 


"Sutro Bros. & Co., 41 S.E.C. 470, 479 (1963). See also 
Armstrong, Jones & Co. v. S.E.C., 421 F.2d 359, 362 
(C.A.6, 1970), cert. denied, 398 U.S. 958: ‘‘[T]he 
Commission may properly sanction a broker-dealer for 
the willful acts of its agents... .’’ 


‘See, e.g., Mississippi Valley Investment Company, 
Securities Exchange Act Release No. 12683 (August 2, 
1976), 10 SEC Docket 168, 169. 
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suffered heavy losses as a result of Mr. X.’s 
depredations is irrelevant to that issue. However, the 
record does show that some customers cooperated with 
Mr. X. by filing false financial information with 
registrant so that registrant would carry their accounts. 
We agree that, in those cases where customers were in 
league with Mr. X., no wrongdoing should be imputed 
to the firm. 


But not all of Mr. X.’s customers were parties to his 
fraud. And while many customers did not incur out-of- 
pocket losses as a result of their transactions, they 
subsequently had to bear the expense of litigation with 
registrant. In any event, registrant confuses private 
actions for money damages with proceedings brought 
to redress the public interest. No proof of loss is 
required in the latter type of action. 12 


We conclude that registrant willfully violated the above 
cited antifraud provisions. 


Vi. 


As noted earlier, the administrative law judge found 
that registrant and Gambarasi failed to exercise 
proper supervision over Mr. X. and Taylor. We affirm 
that finding with respect to the supervision given Mr. 
 @ 13 


As soon as Mr. X. was hired, he began to generate an 
extremely large volume of business from the sale of 
AT&T option packages. In fact, the gross commissions 
from his very first month on the job (August 1974) 
amounted to more than $29,000, far and away the 
highest total of any salesman at the firm. 


Gambarasi testified that he was surprised at Mr. X.’s 
immediate success in generating revenues. But he had 
reason to know why his new salesman was so success- 
ful. He was aware that Mr. X.’s customers were not 
being asked to make any outlay of cash. And he was 





'*Berko v. S.E.C., 316F.2d 137, 143 (C.A. 2, 1963); 
Dunhill Securities Corporation, 44 S.E.C. 472 475-476 
(1971); May-Phinney Company, 27 S.E.C. 814, 831, n. 
21 (1948). Cf. Farrell v. United States, 321 F. 2d 409, 
419 (C.A. 9, 1963); Edward J. Mawod & Co., Securities 
Exchange Act Release No. 13512 (May 6, 1977), 12 SEC 
Docket 363, 367. 


'3On the basis of the record before us, we are unable to 
conclude that respondents’ supervision of Taylor was 
deficient. 


























also aware of Mr. X.’s cavalier attitude towards the 
risks involved in the AT&T packages he was selling. 
According to Gambarasi, he ‘‘kept reminding’’ Mr. X. 
of these risks, telling him, ‘‘You may feel that [these 
packages of calls and warrants] are riskless, but in my 
opinion there is a risk in there that is very dangerous for 
everyone.’’ 


When asked whether he had ever instructed Mr. X. 
concerning the representations that Mr. X. could 
properly make to customers, Gambarasi replied: 


‘Il said . . . the clients should be made more aware that 
there are pitfalls in this situation, but he says, there is 
nothing to worry about, and | tell my people the same 
thing. Now it is just a question of opinion. He could 
have been right... .”’ 


Gambarasi maintains that he told Mr. X. to advise 
customers of the high degree of risk, and that he didn’t 
find out what Mr. X. was actually saying to customers 
until much later. But his own admissions show that 
Gambarasi had reason to know that Mr. X.’s sales pitch 
was in all probability misleadingly optimistic. In these 
circumstances, he should have communicated with 
customers in order to get a complete picture of what 
Mr. X. was telling them. At a bare minimum, he should 
have peremptorily insisted that Mr. X. give appropriate 
warnings about the ‘‘pitfalls in this situation.’’ It is 
apparent, however, that Gambarasi did not choose to 
press the matter. 


We conclude that registrant and Gambarasi failed to 
exercise reasonable supervision over Mr. X. with a view 
to preventing his violations. 


Vil. 


As previously noted, the administrative law judge 
suspended Taylor from association with any broker or 
dealer for 10 business days. The Division challenges 
that sanction as wholly inadequate. We agree. 


The law judge, while stating that he ‘‘[did] not mean to 
suggest that there was any justification for Taylor’s 
misconduct,’’ stressed his conclusions that Taylor did 
not act in concert with Mr. X., and that Taylor’s 
misrepresentations to customers were less egregious 
than those made by Mr. X. 


We consider these factors of little, if any, mitigative 
weight. The proper focus of attention in determining 
what sanction to impose is the misconduct in which a 


respondent did engage. Here Taylor deliberately 
misled customers whom he knew were relying on him to 
protect their investments and limit their losses. And he 


deliberately misled his employer by furnishing it with 
false financial information concerning one of his 
customers. 


So Taylor was guilty of crass and calculated deceit. That 
warrants a bar from association with any broker or 
dealer. However, in view of the fact that this is the first 
time that any disciplinary action has been taken against 
him, we shall permit Taylor to apply, after six months, 
for permission to become associated with a broker or 
dealer in a supervised capacity, upon a showing that he 
will be adequately supervised. 


Vill. 


Registrant and Gambarasi argue that the censure 
imposed on them is ‘‘a harsh and unjust penalty.’’ The 
Division is of the opinion that it is not harsh enough. 
Here we agree with the administrative law judge. 


As respondents point out, they were major victims of 
Mr. X.’s misconduct. The fraud he practiced on 
customers resulted in respondents’ suffering very 
heavy losses from their ill-starred venture into the 
options business. The branch office that registrant set 
up to engage in that business at the beginning of 
August 1974 was snut down at the end of October. And 
Mr. X.’s sale of AT&T option packages was stopped 
much earlier, around the middle of September. Finally, 
Gambarasi, who is now 78 years of age, states that he 
does not intend to open any more branch offices. He 
also disclaims any intention of returning to the options 
business on an extensive scale. 


These factors cannot entirely excuse the lapse in 
supervision which permitted Mr. X. to proceed with his 
fraudulent scheme as long as he did. But we agree with 
the law judge that, in the special circumstances of this 
case, censure is enough to satisfy the public interest. 


IX. 
An appropriate order will issue. 
By the Commission (Commissioners LOOMIS, EVANS, 
POLLACK, and KARMEL); Chairman WILLIAMS not 
participating. 


George A. Fitzsimmons 
Secretary 
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SECURITIES EXCHANGE ACT OF 1934 
Release No. 14289/December 19, 1977 


Admin. Proc. File No. 3-5037 

In the Matter of 

SHAW, HOOKER & CO. 

111 Sutter Street 

San Francisco, California 

(8-2213) 

ARTHUR A. GAMBARASI 

LEROY ZACK TAYLOR 

ORDER IMPOSING REMEDIAL SANCTIONS 


On the basis of the Commission’s opinion issued this 
day, it is 


ORDERED that Shaw, Hooker & Co. and Arthur A. 
Gambarasi be, and they hereby are, censured; and it is 
further 


ORDERED that LeRoy Zack Taylor be, and he hereby 
is, barred from association with any broker or dealer 
with the proviso that, after six months, he may apply to 
become so associated in a supervised capacity; and it is 
further 


ORDERED that any such application be supported by a 
satisfactory showing of adequate supervision. 


By the Commission. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 14290/December 19, 1977 


In the Matter of 

PACIFIC STOCK EXCHANGE INCORPORATED 
301 Pine Street 

San Francisco, California 94104 

(SR-PSE-77-33) 

ORDER APPROVING PROPOSED RULE CHANGE 
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On October 25, 1977, the Pacific Stock Exchange Incor- 
porated filed with the Commission, pursuant to Section 
19(b) of the Securities Exchange Act of 1934 (the 
‘*Act’’), as amended by the Securities Acts Amend- 
ments of 1975, and Rule 19b-4 thereunder, copies of a 
proposed rule change. The rule change would clarify 
that an Order Book Official may accept options orders 
from persons associated with members, i.e., clerks, 
runners or other associated persons, except when the 
order is one which improves the existing bid or offer in 
the book, in which case, unless the order is a 
cancel/replace order, the direct involvement of a 
member will be required. 


Notice of the proposed rule change together with the 
terms of substance of the proposed rule change was 
given by publication of a Commission Release 
(Securities Exchange Act Release No. 14161, 
(November 10, 1977)) and by publication in the Federal 
Register (42 Fed. Red. 59578 November 18, 1977)). 


The Commission finds that the proposed rule change is 
consistent with the requirements of the Act and the 
rules and regulations thereunder applicable to 
registered national securities exchanges, and in 
particular, the requirements of Section 6 and the rules 
and regulations thereunder. 


IT 1S THEREFORE ORDERED, pursuant to Section 
19(b)(2) of the Act, that the proposed rule change filed 
with the Commission on October 25, 1977, be, and it 
hereby is, approved. 


For the Commission by the Division of Market Regula- 
tion, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 14291/December 20, 1977 


The Securities and Exchange Commission announced 
pursuant to Section 12(k) of the Securities and 
Exchange Act of 1934 (‘‘Exchange Act’’) the single 
ten-day suspension of over-the-counter trading for the 
period commencing at 11:30 a.m. (EST) on December 
20, 1977 and terminating at midnight on December 29, 
1977 of the securities of Eagle Clothes, Inc. (‘‘Eagle’’), 
a New York corporation with principal executive offices 
located in New York City, New York. 

















The Commission initiated the suspension of trading in 
the securities of Eagle because it has failed to file with 
the Commission both its annual report on Form 10-K 
for its fiscal year ended July 31, 1977 and its quarterly 
report on Form 10-Q for the quarter ended October 31, 
1977 resulting in a lack of current and adequate public 
information concerning the company. 


On November 1, 1977 Eagle filed a Petition for 
Arrangement under Chapter XI! of the Federal 
Bankruptcy Act in the United States District Court for 
the Southern District of New York. 


The Commission cautions broker-dealers, shareholders 
and prospective purchasers that they should carefully 
consider the foregoing information along with all other 
currently available information and any information 
subsequently issued by the company. 


Furthermore, brokers and dealers should be alert to the 
fact that, pursuant to Rule 15c2-11 under the Exchange 
Act, at the termination of the trading suspension no 
quotation may be entered unless and until they have 
strictly complied with all of the provisions of said rule. 
If any broker or dealer has any questionns as to whether 
or not he has complied with said rule, he should not 
enter any quotation but immediately contact the staff of 
the Division of Enforcement in Washington, D.C. If any 
broker or dealer is uncertain as to what is required by 
Rule 15c2-11, he should refrain from entering quota- 
tions relating to the securities in question until such 
time as he has familiarized himself with said rule and is 
certain that all of its provisions have been met. If any 
broker or dealer enters any quotation which is in 
violation of said rule, the Commission will consider the 
need for prompt enforcement action. 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 14292/December 20, 1977 


Admin. Proc. File No. 3-5347 
In the Matter of 
PAUL STEVENS 


ORDER INSTITUTING PROCEEDINGS 
AND IMPOSING REMEDIAL SANCTIONS 


In connection with a proposed public administrative 
proceeding, Paul Stevens (‘‘Stevens’’) formerly the 
president and registered principal of Executive Growth 
Securities, Inc., has submitted a Offer of Settlement 


which the Commission has determined to accept. Solely 
for the purpose of these proceedings and any other pro- 
ceedings brought pursuant to specified sections of the 
Exchange, Securities, Investment Advisers, Invest- 
ment Company and Securities Investor Protection Act, 
and without admitting or denying the findings herein, 
Respondent consents to the findings and sanctions set 
forth below. 


Accordingly, IT 1S ORDERED that proceedings 
pursuant to Section 15(b) and 19(h) of the Exchange Act 
be, and they are hereby instituted. 


On the basis of the Order of Proceedings and the Offer 
of Settlement, it is found that Respondent Stevens 
wilfully violated Sections 5(a), 5(c) and 17(a) of the 
Securities Act of 1933 (‘‘Securities Act’’) and Section 
10(b) of the Securities Exchange Act of 1934 
(‘‘Exchange Act’’) and Rule 10b-5 thereunder. 


In addition, it is further found that on November 29, 
1977, the United States District Court for the District of 
New Jersey entered an Order permanently enjoining 
Stevens from further violations of Sections 5(a), 5(c) 
and 17(a) of the Securities Act and Section 10(b) of the 
Exchange Act and Rule 10b-5 thereunder. ' 


In view of the foregoing, it is in the public interest to 
impose the sanction specified in the Offer of Settle- 
ment. 


Accordingly, IT 1S ORDERED that Stevens be, and he 
hereby is, barred from association with a broker-dealer, 
investment company or investment adviser. 


By the Commission. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 14293/December 20, 1977 


Administrative Proceeding 
File No. 3-5325 


In the Matter of 





‘Securities and Exchange Commission v. Rotex 
International, Inc., et al., 76 Civ. 54. Such injunction 
was entered pursuant to Stevens consent. 
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AVON OVERSEAS CAPITAL CORPORATION 
File No. 81-299 
APPLICATION PURSUANT TO SECTION 12(h) 


The Securities and Exchange Commission has issued a 
notice giving interested persons until Jan. 3 1978 to 
request a hearing on an application by Avon Overseas 
Capital Corporation (‘‘Applicant’’), pursuant to Section 
12(h) of the Securities Exchange Act of 1934, for an 
order exempting the Applicant from the provisions of 
Section 13 of that Act. 


The Applicant, since its organization in 1966, has been 
a wholly-owned subsidiary of Avon Products, Inc. 
(‘‘Avon’’). The Applicant’s only publicly held securities 
are 6-1/4% Guaranteed Bonds due 1981, in which there 
has been no trading activity on the New York Stock 
Exchange since their listing in 1966. The Bonds are 
unconditionally guaranteed by Avon, which is sub- 
ject to the reporting requirements of the 1934 Act. 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 34-14294/December 20, 1977 


Administrative Proceeding File No. 3-5278 
In the Matter of 
ISRAEL HOTELS INTERNATIONAL, INC. 
File No. 81-279 


ORDER GRANTING APPLICATION PURSUANT TO 
SECTION 12(h) OF THE ACT. 


The Securities and Exchange Commission has issued 
an order granting the application of Israel Hotels Inter- 
national, Inc. (‘‘Applicant’’), a Delaware corporation, 
pursuant to Section 12(h) of the Securities Exchange 
Act of 1934, as amended, for an exemption from the 
provisions of Section 15(d) of that Act. 


It appears to the Commission that the exemption is not 
inconsistent with the public interest or the protection of 
investors since the Applicant has only one record and 
four beneficial holders of its common stock and the 
obligations attendant to its debt securities are not 
reliant upon its financial condition for their satisfaction. 
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SECURITIES EXCHANGE ACT OF 1934 
Release No. 14295/December 21, 1977 


In the Matter of 


THE NATIONAL ASSOCIATION OF SECURITIES 
DEALERS, INC. 

1735 K Street, N.W. 

Washington, D.C. 20006 


SR-NASD-77-18 
ORDER APPROVING PROPOSED RULE CHANGE 


On November 9, 1977, the National Association of 
Securities Dealers, Inc. (‘‘NASD’’) filed with the 
Commission, pursuant to Section 19(b) of the Securities 
Exchange Act of 1934 (the ‘‘Act’’), as amended by the 
Securities Acts Amendments of 1975, and Rule 19b-4 
thereunder, copies of a proposed rule change (the 
‘*Proposal’’) to amend Schedule D under Article XVI of 
its By-Laws. The Proposal would (1) clarify the 
reporting requirements applicable to issuers of 
securities quoted on NASDAQ and (2) permit new 
issues which are authorized for inclusion in the 
NASDAQ System and are also the subjects of applica- 
tions for listing on national securities exchanges to be 
quoted in the NASDAQ System during the period 
following such an issue’s offering date through the date 
on which the issue becomes listed on an exchange, 
without payment of full NASDAQ entry and annual 
fees. The Proposal would establish an interim inclusion 
fee applicable to such situations. It would also provide 
that in the event an issue is not accepted for listing on 
an exchange within 60 calendar days of inclusion in the 
NASDAQ System, the regular entry and annual fees 
will apply to that issue, and the interim inclusion fee 
will be credited toward their payment. 


Notice of the Proposal together with the terms of sub- 
stance thereof was given by publication of a 
Commission Release (Securities Exchange Act Release 
No. 14166, November 11, 1977) and by publication in 
the Federal Register (42 FR 59790, November 21, 
1977). 


The Commission finds that the proposed rule change is 
consistent with the requirements of the Act and the 
rules and regulations thereunder applicable to 
registered securities associations, and, in particular, 
the requirements of Section 15A of the Act and the 
rules and regulations thereunder. 


IT 1S THEREFORE ORDERED, pursuant to Section 
19(b)(2) of the Act, that the Proposal be, and it hereby 
is, approved. 


For the Commission by the Division of Market Regula- 
tion, pursuant to delegated authority. 








George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 14296/December 21, 1977 


NOTICE OF FILING OF PROPOSED RULE CHANGES 
BY THE AMERICAN STOCK EXCHANGE, INC. 


(File No. SR-Amex-77-31) 


The American Stock Exchange, Inc. submitted on 
November 14, 1977, proposed rule changes, pursuant 
to Rule 19b-4 under the Securities Exchange Act of 
1934, to conform its rules to the sections of the 
Securities Acts Amendments of 1975 relating to 
comparison, clearance and settlement of exchange 
contracts. 


Publication of the submission is expected to be made in 
the Federal Register during the week of December 26, 
1977. Interested persons are invited to submit written 
data, views and arguments concerning the submission 
within twenty-one days from the date of publication in 
the Federal Register. Persons desiring to make written 
submissions should file six copies thereof with the 
Secretary of the Commission, Securities and Exchange 
Commission, 500 North Capitol Street, N.W., 
Washington, D.C. 20549. Reference should be made to 
File No. SR-Amex-77-31. 


Copies of the submission, with accompanying exhibits, 
and of all written comments will be available for public 
inspection at the Securities and Exchange Commis- 
sion’s Public Reference Room, 1100 L Street, N.W., 
Washington, D.C. Copies of the filing will also be 
available at the principal office of the above-mentioned 
self-regulatory organization. 


For the Commission by the Division of Market Regula- 
tion, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 14297/December 21, 1977 


NOTICE OF FILING OF PROPOSED RULE CHANGES 
BY THE BOSTON STOCK EXCHANGE, INC. 


(File No. SR-BSE-77-4) 


The Boston Stock Exchange, Inc. submitted on 
December 1, 1977, proposed rule changes pursuant to 
Rule 19b-4 under the Securities Exchange Act of 1934, 
to conform those rules to sections of the Securities Acts 
Amendments of 1975 relating to the comparison, 
clearance and settlement of exchange transactions. 


Publication of the submission is expected to be made in 
the Federal Register during the week of December 26, 
1977. Interested persons are invited to submit written 
data, views and arguments concerning the submission 
within twenty-one days from the date of publication in 
the Federal Register. Persons desiring to make written 
submissions should file six copies thereof with the 
Secretary of the Commission, Securities and Exchange 
Commission, 500 North Capitol Street, Washington, 
D.C. 20549. Reference should be made to File No. 
SR-BSE-77-4. 


Copies of the submission, with accompanying exhibits, 
and of all written comments will be available for public 
inspection at the Securities and Exchange Commis- 
sion’s Public Reference Room, 1100 L Street, N.W., 
Washington, D.C. Copies of the filing will also be 
available at the principal office of the above-mentioned 
self-regulatory organization. 


For the Commission by the Division of Market Regula- 
tion, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 14298/December 21, 1977 


NOTICE OF FILING OF PROPOSED RULE CHANGES 
BY THE INTERMOUNTAIN STOCK EXCHANGE 


(File No. SR-iSE-77-1) 


The Intermountain Stock Exchange submitted on 
November 23, 1977, proposed rule changes, pursuant 
to Rule 19b-4 under the Securities Exchange Act of 
1934, to conform those rules to sections of the 
Securities Acts Amendments of 1975 relating to the 
clearance and settlement of exchange transactions. 
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Publication of the submission is expected to be made in 
the Federal Register during the week of December 26, 
1977. Interested persons are invited to submit written 
data, views and arguments concerning the submission 
within twenty-one days from the date of publication in 
the Federal Register. Persons desiring to make written 
submissions should file six copies thereof with the 
Secretary of the Commission, Securities and Exchange 
Commission, 500 North Capitol Street, Washington, 
D.C. 20549. Reference should be made to File No. 
SR-ISE-77-1. 


Copies of the submission, with accompanying exhibits, 
and of ail written comments will be available for public 
inspection at the Securities and Exchange Commis- 
sion’s Public Reference Room, 1100 L Street, N.W., 
Washington, D.C. Copies of the filing will also be 
available at the principal office of the above-mentioned 
self-regulatory organization. 


For the Commission by the Division of Market Regula- 
tion, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 14299/December 21, 1977 


NOTICE OF FILING OF PROPOSED RULE CHANGE 
BY THE AMERICAN STOCK EXCHANGE, INC. 


File No. SR-Amex-77-30 


The American Stock Exchange, Inc. (‘‘Amex’’) sub- 
mitted on December 5, 1977, a proposed rule change 
under Rule 19b-4 to revise the Exchange’s original, 
supplemental and annual listing fees to help offset the 
increased costs of the Exchange’s self-regulatory 
responsibilities and services to listed companies. 


The foregoing rule change has become effective, 
pursuant to Section 19(b)(3)(A) of the Securities 
Exchange Act of 1934. At any time within sixty days of 
the filing of such proposed rule change, the 
Commission may summarily abrogate such rule change 
if it appears to the Commission that such action is 
necessary or appropriate in the public interest, for the 
protection of investors, or otherwise in furtherance of 
the purposes of the Securities Exchange Act of 1934. 


Publication of the submission is expected to be made in 
the Federal Register during the week of December 26, 
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1977. Interested persons are invited to submit written 
data, views and arguments concerning the submission 
within 21 days from the date of publication in the 
Federal Register. Persons desiring to make written 
submissions should file six copies thereof with the 
Secretary of the Commission, Securities and Exchange 
Commission, 500 North Capitol Street, Washington, 
D.C. 20549. Reference should be made to File No. 
SR-Amex-77-30. 


Copies of the submission and of all written comments 
will be available for inspection at the Securities and 
Exchange Commission’s Public Reference Room, 1100 
L Street, N.W., Washington, D.C. Copies of the filing 
will also be available at the principal office of the 
above-mentioned self-regulatory organization. 


For the Commission by the Division of Market Regula- 
tion, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 14300/December 21, 1977 


In the Matter of 


PACIFIC STOCK EXCHANGE INCORPORATED 
618 South Spring Street 
Los Angeles, CA 90014 


(SR-PSE-77-32) 
ORDER APPROVING PROPOSED RULE CHANGE 


On October 21, 1977, the Pacific Stock Exchange 
Incorporated (‘‘PSE’’) filed with the Commission, 
pursuant to Section 19(b) of the Securities Exchange 
Act of 1934 (the ‘‘Act’’), as amended by the Securities 
Exchange Acts Amendments of 1975, and Rule 19b-4 
thereunder, copies of a proposed rule change. The 
proposed rule change amends Exchange Rule |X to 
reduce fees associated with the purchase, transfer and 
financing of exchange memberships. 


Notice of the proposed rule change together with the 
terms of substance of the proposed rule change was 
given by publication of a Commission Release 
(Securities Exchange Act Release No. 14150 (November 
9, 1977)) and by publication in the Federal Register (42 
Fed. Reg. 59792 (November 21, 1977)). 








The Commission finds that the proposed rule change is 
consistent with the requirements of the Act and the 
rules and regulations thereunder applicable to national 
securities exchanges and in particular, the require- 
ments of Section 6 and the rules and regulations there- 
under. 


More specifically, the Commission finds the proposed 
change to be consistent with Section 6(b)(2) of the Act. 
Section 6(b)(2) provides, subject to the provisions of 
subsection (c) of that section, that the rules of an 
exchange provide that any registered broker-dealer or 
natural persons associated with a registered broker or 
dealer may become a member of such exchange and 
any person may become associated with a member 
thereof. By reducing fees associated with the purchase, 
transfer and financing of memberships, this proposal 
may enhance the ability of registered brokers or dealers 
to become members of the exchange. 


IT 1S THEREFORE ORDERED, pursuant to Section 
19(b)(2) of the Act, that the above-mentioned proposed 
rule change filed with the Commission on October 21, 
1977 be, and hereby is, approved. 


For the Commission by the Division of Market Regula- 
tion, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 14301/December 21, 1977 


Regulation of Transfer Agents. 
AGENCY: Securities and Exchange Commission. 


ACTION: 
exemption 


Amendment of form and temporary 


SUMMARY: As a result of experience gained in 
processing the form for registration and amendment to 
registration as a transfer agent with the Commission, 
Schedule B of the form is revised, the instructions 
thereto are amended, and a temporary exemptive rule 
is adopted extending the deadline for the filing of 
amendments to Item 7 (which includes Schedule B) of 
the form for calendar year 1977 from January 30, 1978 
to April 3, 1978. Revised Schedule B should be used by 
transfer agents registered with the Commission to 
report changes which occurred during calendar year 
1977. Information that was filed on Schedule B in a 


previous year and which is still accurate need not be 
resubmitted on revised Schedule B. 


EFFECTIVE DATE: December 31, 1977. 
FOR FURTHER INFORMATION CONTACT: 


Jules Moskowitz 
Special Counsel 
Division of Market Regulation 
Securities and Exchange Commission 
500 North Capitol Street 
Washington, D.C. 20549 (202) 755-8833 


SUPPLEMENTARY INFORMATION: On October 22, 
1975, the Commission announced the adoption of 
§240.17Ac2-1 under the Securities Exchange Act of 
1934 (the ‘‘Act’’) [17 CFR 240.17Ac2-1] and related 
Form TA-1 (with attached Schedules A and B) [17 CFR 
249b.100],' which provides that applications for 
registration as a transfer agent with the Commission 
and amendments to such registration shall be filed on 
Form TA-1.2 


Applicants are required to list on Schedule B all 
securities registered under Section 12 of the Act or 
which would be required to be reistered except for the 
exemption from registration provided by subsection 
(g)(2)(B) or (g)(2)(G) of that section (‘‘qualifying 
securities’’),? for which they act in the capacity of 
transfer agent, as that term is defined in Section 
3(a)(25) of the Act.4 Schedule B must be updated within 





'A substantially similar rule and an identical 
registration form were adopted concurrently by the 
Office of the Comptroller of the Currency, the Board of 
Governors of the Federal Reserve System and the 
Federal Deposit Insurance Corporation (collectively, 
‘*Federal bank regulators’’) for transfer agents 
required to register with them. 


2Securities Exchange Act Release No. 34-11759 
(October 22, 1975); 8 SEC Docket 203 (November 5, 
1975); 40 FR 51181 (November 4, 1975). 


3At its option, the registrant may also list on Schedule B 
non-qualifying securities for which it performs transfer 
agent functions in the capacities designated on the 
schedule. 


4Section 3(a)(25) of the Act defines ‘‘transfer agent’’ to 
include persons performing functions more tradition- 
ally referred to as those of a transfer agent, registrar, 
recordkeeper, exchange or conversion agent, or 
transfer agent depository. Instruction 21(a) to Form 
TA-1 has been revised to clarify the scope of the terms 
used in Schedule B. 
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thirty calendar days following the close of each calendar 
year during which information previously reported on 
Schedule B has become inaccurate, misleading or 
incemplete. 


Necessity for Revision of Schedule B 


Experience gained in processing Schedule B’s during 
the past two years reveals that applicants and 
registrants make many errors in completing the 
schedule. The frequency and extent of these errors 
make the processing of Schedule B administratively 
difficult and suggest that a revision of Schedule B 
would be advantageous to both the transfer agent 
community and the Commission. More specifically, 
numerous Schedule B’s contained one or more of the 
following deficiencies: 


(1) Schedule B requires, for each issue listed thereon, 
the issue’s CUSIP number if one has been assigned to 
it.5 Nevertheless, schedules have often been filed with 
an incorrect CUSIP number, with a CUSIP number 
containing less than nine digits, or without any CUSIP 
number although one has been assigned to the issue. 


(2) Many Schedule B’s listed issues serviced in a 
capacity, such as paying agent, that should not be listed 
on the schedule. 


(3) Many schedules filed as an amendment do not 
indicate whether the issues listed are an addition to or a 
deletion from issues previously listed or in what 
capacity the issues are being serviced. 


Additionally, in order to amend Schedule B to reflect a 
change in capacity or a change in an issuer’s name, 
Schedule B required a registrant to make two 
entries: one, to delete the old information; and 
another, to report the new information. 


Revised Schedule B 


Schedule B has been revised to eliminate these errors, 
or at least to reduce their frequency, thereby 
simplifying the registrant’s reporting obligation and 
reducing the Commission’s processing expense. 





SCUSIP (Committee on Uniform Securities Industry 
Procedures) is the trademark for a numeric system that 
identifies the issuer of a security and the specific 
security. The CUSIP number consists of nine 
characters: a base number of six digits known as the 
“‘issuer number’’ and a two-character suffix (either 
numberic or alphabetic or both) known as the ‘‘issue 
number.’’ The ninth character is a check digit. All nine 
digits are required to be set forth in Schedule B. 
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Revised Schedule B provides a partitioned CUSIP 
number box to insure that the complete nine digit 
CUSIP number is used for issues that have a CUSIP 
number, and a box to be checked if the issue does not 
have a CUSIP number. Henceforth, Schedule B 
submitted with an incomplete CUSIP number, or 
incorrectly indicating that no CUSIP number has been 
assigned to the issue, will be rejected and returned to 
the registrant to be completed correctly. 


Revised Schedule B is divided into three sections 
according to whether the issue being listed is an 
addition, a deletion, or a change in capacity or issuer 
name. As a result, the need for placing a check to 
indicate whether a change is an addition to or deletion 
from previously reported information, and the necessity 
for making one entry to delete information and another 
entry to add information when showing a change in 
capacity or issuer name have been eliminated. 


In order to clarify the requirements of revised Schedule 
B, instructions 20 and 21 of Form TA-1 have been 
amended. 


Temporary Exemptive Rule (§240.17Ac2-1(T)) 


Section 240.17Ac2-1(c) requires transfer agents 
registered with the Commission to file an amendment 
to Item 7 (which includes Schedule B) of Form TA-1 
within thirty days of each calendar year in which the 
information contained therein becomes inaccurate, 
misleading or incomplete. In order to provide 
registrants sufficient time to make any data processing 
system changes necessary to accommodate the new 
format of Schedule B, Temporary Exemptive 
§240.17Ac2-1(T) grants, for calendar year 1977 only a 
one-time extension of the filing date from January 30, 
1978 to April 3, 1978. 


Coordination with the Federal Bank Regulators 


The Commission has conferred with the Federal bank 
regulators, who are adopting concurrently a similar rule 
and identical schedule to be used by transfer agents 
registered with them. 


Statutory Basis, Competitive Considerations and 
Effective Date 


This revision to Schedule B of Form TA-1 and the 
instructions thereto and §240.17Ac2-1(T) are adopted 
pursuant to the Securities Exchange Act of 1934, 
particularly Sections 2, 17, 17A and 23(a) thereof, 15 
U.S.C. 78b, 78q, 78q-1 and 78w(a). The Commission 
finds that the adopted revision to Schedule B of Form 
TA-1 with related instruction thereto is a change of 
format only and will reduce the filing and processing 
burden on, respectively, the registrants and the 





Commission. The temporary exemptive rule relieves a 
requirement by extending until April 3, 1978, the filing 
deadline for amendments relating to Item 7 (which 
includes Schedule B) of Form TA-1 for calendar year 
1977. Accordingly, the Commission finds that notice 
and public procedure under the Administrative 
Procedure Act [5 U.S.C. 553(b)(B)] are impracticable, 
unnecessary, and contrary to the public interest, and 
that good cause exists for making the revisions and 
temporary exemptive rule effective December 31, 1977, 
in accordance with the Administrative Procedure Act [5 
U.S.C. 553(d)]. 


The Commission also finds that any burden on 
competition which these revisions impose is necessary 
and appropriate in the public interest, for the protection 
of investors and to facilitate the establishment of a 
national system for the prompt and accurate clearance 
and settlement of transactions in securities. Accord- 
ingly, Title 17 Code of Federal Regulations, Chapter II, 
is amended as follows: 


1. By adopting §240.17Ac2-1(T) to read as follows: 


§240.17Ac2-1(T) Temporary exemptive rule for filing 
Schedule B. 


Every registered transfer agent for which the 
Commission is the appropriate regulatory agency is 
exempted until April 3, 1978, from that part of the pro- 
vision of Section 240.17Ac2-1(c) which states that 
‘‘twlithin thirty calendar days following the close of any 
calendar year... during which the information 
required by Item 7 of Form TA-1 becomes inaccurate, 
misleading, or incomplete, the registrant shall file an 
amendment on Form TA-1 corrective the inaccurate, 
misleading or incomplete information.’’ 


2. By revising Instructions 20 and 21 and Schedule B 
of §249b.100 as follows: 


§249b.100 Form TA-1, uniform form for registration as 
a transfer agent pursuant to Section 17(a) of the 
Securities Exchange Act of 1934. 


* * * 


Instructions Relating to Schedule B of Form TA-1 


20. Schedule B shall be amended by filing six copies, 
each attached to a properly completed and manually 
signed execution page, showing all corrections to the 
previously filed Schedule B. In the event that a 
registrant requires more space than is provided in any 
one section of the Schedule, registrant may either use 
additional copies of Schedule B or begin a list in one 
section of Schedule B and continue the list on separate 
sheets. Each additional sheet must identify the 


particular section being continued, must use the format 
called for by Schedule B, and must contain only those 
issued belonging in that section. Six copies of a 
facsimile of a computer printout providing the 
information required by Schedule B may be filed in 
place of Schedule B, provided the facsimile is in the 
format of Schedule B, the type size is legible and the 
facsimile is reduced to 8-1/2’’ x 11”’ in size. 


21(a) For purposes of Schedule B, the terms ‘‘transfer 
agent’’ and ‘‘co-transfer agent’’ shall include the 
person countersigning securities upon issuance, 
registering the transfer of securities, exchanging or 
converting securities, or transferring record ownership 
of securities by bookkeeping entry without physical 
issuance of securities certificates. The terms also shall 
include the person performing similar functions with 
respect to debt securities. The terms ‘‘registrar’’ and 
‘‘co-registrar’’ shall include the person monitoring the 
issuance of securities with a view to preventing 
unauthorized issuance and the person performing 
similar functions with respect to debt securities. If a 
registrant does NOT act in one of these capacities for an 
issue, the issue must NOT be listed on Schedule B. The 
distinction between ‘‘transfer agent’’ and ‘‘co-transfer 
agent’’ or ‘“‘registrar’’ and ‘‘co-registrar’’ shall be in 
accordance with the generally accepted meaning in the 
industry. See Item 7(a) of Form TA-1. 


21(b) ‘‘Section for initial registration and for 
amendments adding issues serviced’’ shall be used at 
the time of registration to list issues for which transfer 
agent functions will be performed and also to amend 
Schedule B to list issues which, subsequent to registra- 
tion, are required to be reported on Schedule B. 
‘‘Section for amendments deleting issues no longer 
serviced’’ shall be used to amend Schedule B to list 
issues previously reported on Schedule B, for which 
registrant has ceased performing all transfer agent 
functions. ‘‘Section for amendments changing the 
capacity in which issues are serviced or the name of 
the issuer’’ shall be used to amend Schedule B to list all 
of the capacities in which registrant acted for an issue 
as of December 31 where during a calendar year 
registrant changed the capacity(ies) in which it acted 
for an issue listed on a previously filed Schedule B. This 
section shall also be used to list issuers, listed on a 
previously filed Schedule B, for which there has been a 
change of name during a calendar year. When the 
name of the issuer has changed, all issues of that issuer 
which are serviced by the transfer agent must be listed 
in this section. 


The revised text of Schedule B is attached hereto. 


SEC DOCKET/1183 





Copies of Schedule B 


Copies of revised Schedule B of Form TA-1 with the 
revised instructions will be mailed to registrants on or 
about the week of January 23, 1978; however, a 
registrant who does not receive a copy at that time, but 
who is required to amend Schedule B, must obtain one 
from the Publications Section, Securities and Exchange 
Commission, 500 North Capitol Street, Washington, 
D.C. 20549, or at one of the Commission’s regional 
offices. 


By the Commission. 


George A. Fitzsimmons 
Secretary 


(Schedule B is reproduced on the following page) 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 14302/December 21, 1977 


NOTICE OF FILING OF PROPOSED RULE CHANGE 
BY THE PACIFIC SECURITIES DEPOSITORY TRUST 
COMPANY 


(File No. SR-PSD-77-3) 


The Pacific Securities Depository Trust Company 
(‘‘PSDTC’’) submitted on December 7, 1977, a pro- 
posed rule change, pursuant to Rule 19b-4 under the 
Securities Exchange Act of 1934, to authorize the Board 
of Directors or stockholders to designate the location of 
PSDTC’s annual meeting. 


Publication of the submission is expected to be made in 
the Federal Register during the week of December 26, 
1977. Interested persons are invited to submit written 
data, views and arguments concerning the submission 
within twenty-one days from the date of publication in 
the Federal Register. Persons desiring to make written 
submissions should file six copies thereof with the 
Secretary of the Commission, Securities and Exchange 
Commission, 500 North Capitol Street, Washington, 
D.C. 20549. Reference should be made to File No. 
SR-PSD-77-3. 


Copies of the submission, with accompanying exhibits, 
and of all written comments will be available for public 
inspection at the Securities and Exchange Commis- 
sion’s Public Reference Room, 1100 L Street, N.W., 
Washington, D.C. Copies of the filing will also be 
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available at the principal office of the above-mentioned 
self-regulatory organization. 


For the Commission by the Division of Market Regula- 
tion, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 








PUBLIC UTILITY HOLDING COMPANY 
ACT OF 1935 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 20322/December 16, 1977 


in the Matter of 


GENERAL PUBLIC UTILITIES CORPORATION 
Parsippany, New Jersey 


(70-6024) 


ORDER AUTHORIZING GUARANTY BY HOLDING 
COMPANY OF LEASE OBLIGATIONS OF SUBSID- 
IARY SERVICE COMPANY 


General Public Utilities Corporation (‘‘GPU’’), a 
registered holding company, has filed with this 
Commission post-effective amendments to its 
declaration previously filed in this matter pursuant to 
Section 12 of the Public Utility Holding Company Act of 
1935 (‘‘Act’’) and Rule 45 promulgated thereunder 
regarding the following proposed transaction. 


By order dated July 19, 1977 (HCAR No. 20114), issued 
in this proceeding, GPU was authorized, inter alia, to 
guarantee certain obligations of its subsidiary GPU 
Service Corporation (‘‘Service Company’’) related to 
Service Company’s leasing of certain computer equip- 
ment (principally an IBM 168 computer). The obliga- 
tions guaranteed were pursuant to a lease dated as of 
May 13, 1977 (the ‘‘Original Lease’’), with First 
Security Bank of Utah, N.A., a national banking 
association, not in its individual capacity, but solely as 
trustee (the ‘‘Trustee’’) under a Master Trust 
Agreement between it and Itel Capital Services 
Corporation (the ‘‘Lessor’’). 


By post-effective amendments filed in this proceeding, 
GPU now requests authority to guarantee Service 
Company’s obligations in connection with Service 
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Company’s leasing of additional computer equipment. 
it is stated that Service Company requires an additional 
IBM 168 computer and associated equipment to replace 
two IBM 158 computers presently on lease. The 
additional |BM 168 computer and associated equipment 
is to be used in conjunction with, and for the same pur- 
poses as, the IBM 168 computer and associated 
equipment covered by the Original Lease: to render 
certain data processing services including customer 
billing, corporate finance, analyses of materials and 
supplies requirements, environmental monitoring 
analyses, depreciation computations, analyses, includ- 
ing modeling, of fuel consumption, general accounting 
and rate-making analyses. Service Company has deter- 
mined that its needs will best be met by entering into 
two separate lease agreements (the ‘‘New Leases’’) 
with the Trustee concerning the leasing of the new 
computer equipment. The first New Lease, dated as of 
November 2, 1977, but executed on November 28, 1977, 
relates to certain of the associated equipment which 
must be installed and operating prior to the installation 
of the computer itself. The second New Lease, to be 
dated as of November 3, 1977, and to be executed on or 
about December 19, 1977, relates to the computer itself 
and remaining associated equipment. Each of the New 
Leases requires that GPU execute a Guaranty Agree- 
ment with respect thereto within 60 days of execution. 
These Guaranty Agreements will be substantially 
identical to the guaranty agreement executed in 
connection with the Original Lease. 


The new computer equipment will be purchased by the 
Lessor at a cost of approximately $4,300,000. The initial 
term of the New Leases will be seven years, although 
Service Company will have an option to terminate the 
New Leases after three years upon the payment of 
certain fees. Service Company’s obligations to make 
such payments in the event of early termination will be 
substantially assumed by Lessor pursuant to Termina- 
tion Assistance Agreements. The rent under the New 
Leases will be approximately $68,000 per month during 
the first three years and approximately $65,000 per 
month thereafter, subject to adjustment in the event 
that the Lessor did not receive certain contemplated tax 
benefits arising from its ownership of the leased equip- 
ment. The imputed interest cost to the lessee with 
respect to the New Leases is 7.11%. 


The fees and expenses to be incurred in connection with 
the proposed transaction are estimated at $750, 
including legal fees of $500. No state commission and 
no federal commission, other than this Commission, 
has jurisdiction over the proposed transaction. 


Due notice of the filing of said post-effective 
amendments to the declaration has been given in the 
manner prescribed in Rule 23 promulgated under the 
Act (HCAR No. 20259), and no hearing has been 
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requested of or ordered by the Commission. Upon the 
basis of the facts in the record, it is hereby found that 
the applicable standards of the Act and the rules there- 
under are satisfied and that no adverse findings are 
necessary; and that it is appropriate in the public 
interest and in the interest of investors and consumers 
that said declaration, as amended, be permitted to 
become effective: 


IT 1S ORDERED, pursuant to the applicable provisions 
of the Act and rules thereunder, that said declaration, 
as amended by said post-effective amendments, be, 
and it hereby is, permitted to become effective 
forthwith, subject to the terms and conditions pre- 
scribed in Rule 24 promulgated under the Act. 


For the Commission, by the Division of Corporate 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 20323/December 16, 1977 


In the Matter of 


PENNSYLVANIA ELECTRIC COMPANY 
Johnstown, Pennsylvania 


(70-6077) 


SUPPLEMENTAL ORDER RELEASING JURISDIC- 
TION OVER TERMS OF FIRST MORTGAGE BONDS 
AND AUTHORIZING ADDITIONAL FEES AND 
EXPENSES 


Pennsylvania Electric Company (‘‘Penelec’’), an 
electric utility subsidiary company of General Public 
Utilities Corporation, a registered holding company, 
has filed with this Commission a post-effective amend- 
ment to its application-declaration previously filed and 
amended in this matter pursuant to Sections 6(b), 9(a), 
10 and 12 of the Public Utility Holding Company Act of 
1935 (‘‘Act’’) and Rules 44(b)(3) and 50 promulgated 
thereunder regarding the following proposed trans- 
actions. 


By order dated December 9, 1977 (HCAR No. 20308), 
this Commission authorized Penelec to issue up to an 
aggregate of $17,000,000 principal amount of first 
mortgage bonds (‘‘New Cambria Bonds’’) to the 





Cambria County Industrial Development Authority 
(‘Cambria Authority’’) in payment of the purchase 
price for certain pollution control facilities constructed 
and/or presently being constructed in connection with 
its Shawville, Seward, Williamsburg, Warren and 
Front Street generating stations, and to issue up to an 
aggregate of $6,000,000 principal amount of first 
mortgage bonds (‘‘New Dauphin Bonds’’) to the 
Dauphin County Industrial Development Authority 
(‘‘Dauphin Authority’) in payment of the purchase 
price for a portion of Penelec’s undivided interest in 
certain pollution control facilities constructed and/or 
presently being constructed in connection with the 
Three Mile Island nuclear generating station. Also 
included within said order was authorization for 
Penelec to pay fees and expenses of $205,500 in 
connection with such issuance and sale. Jurisdiction 
was reserved with respect to the terms of the New 
Cambria Bonds and the New Dauphin Bonds as those 
terms were affected by the issuance and sale of the 
Cambria Authority Bonds and the Dauphin Authority 
Bonds. 


By post-effective amendment filed in this proceeding 
Penelec states that the Cambria Authority and the 
Dauphin Authority have agreed to sei! their Authority 
Bonds in the amounts of $12,310,000 and $4,110,000, 
respectively, to a group of purchasers represented by 
and including Bache Halsey Stuart Shields, Inc., for a 
price of 99.112%, and bearing an annual interest rate of 
6-1/8%. Such purchasers were selected by the Cambria 


Authority and the Dauphin Authority, and approved by 
Penelec, as the result of competitive bidding on 
December 13, 1977, pursuant to which such purchasers 
submitted the bid providing for the lowest cost of 
money. 


Penelec proposes to issue an aggregate of $12,310,000 
principal amount of New Cambria Bonds and an aggre- 
gate of $4,110,000 principal amount of New Dauphin 
Bonds, both at prices of 99.112% plus accrued interest 
from December 1, 1977, to the date of delivery. The 
New Cambria Bonds and the New Dauphin Bonds will 
have interest rates, maturity and redemption provisions 
designed to service the Authority Bonds issued by the 
Cambria Authority and the Dauphin Authority, 
respectively. The interest rate on both the New 
Cambria Bonds and the New Dauphin Bonds will be 
6-1/8% (resulting in an effective interest rate of 6.19%) 
and both issues will mature on December 1, 2007. Both 
the New Cambria Bonds and the New Dauphin Bonds 
would be non-callable for redemption prior to 
December 1, 1987, except in certain limited circum- 
stances, and would include a mandatory sinking fund 
redemption provision designed to retire 5% of the 
aggregate principal amount of each such issue in each 
year beginning December 1, 2002, through and 
including December 1, 2006. In addition, the New 
Cambria Bonds and the New Dauphin Bonds will each 


be subject to optional redemption prior to maturity, in 
whole or in part, on any date on or after December 1, 
1987, at the following redemption prices, expressed as 
a percentage of the principal amount, plus accrued 
interest to the redemtion date: 


Redemption Dates 
(inclusive) 


Optional 
Redemption Prices 


December 1, 1987 through November 30, 1988 . . .103% 
December 1, 1988 through November 30, 1989 .10212% 
December 1, 1989 through November 30, 1990 .. .102% 
December 1, 1990 through November 30, 1991 .10112% 
December 1, 1991 through November 30, 1992 ...101% 
December 1, 1992 through November 30, 1993 .10012% 
December 1, 1993 and thereafter 


Penelec also states that it inadvertently omitted to state 
Authority counsel fees of $22,500, bond counsel fees of 
$30,000 and Authority fees of $10,000 in connection 
with the New Cambria Bonds and Authority counsel 
fees of $3,500, bond counsel fees of $15,000 and 
Authority fees of $10,000 in connection with the New 
Dauphin Bonds. Penelec seeks authorization to pay 
these fees of $91,000. 


Other than the $91,000 fees, there are no additional 
fees or expenses to be incurred in connection with the 
propgésed transactions. The Pennsylvania Public 
Utilities Commission has authorized the proposed 
transactions. No other state commission and no federal 
commission, other than this Commission, has jurisdic- 
tion over the proposed transactions. 


Upon the basis of the facts in the record, it is hereby 
found that the applicable standards of the Act and the 
rules thereunder are satisfied and that no adverse 
findings are necessary; and that it is appropriate in the 
public interest and in the interest of investors and 
consumers that said application-declaration, as 
amended by said post-effective amendment, be granted 
and permitted to become effective and that the jurisdic- 
tion heretofore reserved be released: 


IT iS ORDERED, pursuant to the applicable provisions 
of the Act and rules thereunder, that said 
application-declaration, as amended by said post- 
effective amendment, be, and it hereby is, granted and 
permitted to become effective forthwith, subject to the 
terms and conditions prescribed in Rule 24 
promulgated under the Act. 


IT IS FURTHER ORDERED that the reservation of 
jurisdiction previously ordered be, and it hereby is, 
released. 


For the Commission, by the Division of Corporate 
Regulation, pursuant to delegated authority. 
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George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 20324/December 19, 1977 


In the Matter of 


CENTRAL AND SOUTH WEST CORPORATION 
P.O. Box 1631 
Wilmington, Delaware 19899 


CENTRAL POWER AND LIGHT COMPANY 
P.O. Box 2121 
Corpus Christi, Texas 78403 


SOUTHWESTERN ELECTRIC COMPANY 
P.O. Box 21106 
Shreveport, Louisiana 71156 


PUBLIC SERVICE COMPANY OF OKLAHOMA 
P.O. Box 201 
Tulsa, Oklahoma 74102 


WEST TEXAS UTILITIES COMPANY 
P.O. Box 841 
Abilene, Texas 79604 


CSR SERVICES, INC. 

One Main Place-Suite 2700 
Dallas, Texas 75250 
(70-5930) 


NOTICE OF PROPOSED INCREASE 
TERM BORROWING AUTHORITY 


IN SHORT- 


NOTICE IS HEREBY GIVEN that Central and South 
West Corporation (‘‘CSW’’), a registered holding 
company, and five of its subsidiary companies, Central 
Power and Light Company, CSR Services, Inc., South- 
western Electric Power Company, West Texas Utilities 
Company, and Public Service Company of Oklahoma 
(collectively, the ‘‘subsidiaries’’), have filed a fourth 
post-effective amendment to their application- 
declaration previously filed with this Commission 
pursuant to the Public Utility Holding Company Act of 
1935 (‘‘Act’’), designating Sections 6, 7, 9(a), 10, 12(b) 
and 12(f) of the Act and Rules 43, 45 and 50 promul- 
gated thereunder as applicable to the proposed trans- 
action. All interested persons are referred to the 
application-declaration, as amended by said post- 
effective amendment, which is summarized below, for a 
complete statement of the proposed transaction. 
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By order dated December 30, 1976 (HCAR No. 19829), 
this Commission, among other things, authorized CSW 
and the subsidiaries to establish a system of money 
pool to coordinate their short-term borrowings and to 
make borrowings outside the money pool from banks 
and through the issuance of commercial paper through 
July 1, 1978. The borrowing limits established in said 
order were $115,000,000 with respect to the issuance 
and sale of commercial paper and $102,020,000 with 
respect to loans from banks, with total borrowings not 
to exceed $115,000,000. 


By their fourth post-effective amendment filed in this 
proceeding applicants-declarants propose that the total 
borrowing authorization (i) be increased from 
$115,000,000 to $135,000,000 in any event; (ii) be 
increased by an additional $25,000,000 in the event of a 
delay beyond January 30, 1978, in the sale of the 
$70,000,000 intermediate-term Project Bonds of Public 
Service Company of Oklahoma, which bonds are the 
subject of a separate proceeding before this 
Commission (File No. 70-6092), and (iii) be increased 
by an additional $65,000,000 in the event of a delay 
beyond mid-March 1978, in the sale of 7,000,000 shares 
of CSW’s common stock contemplated for that time, 
which sale would be expected to produce approximately 
$105,000,000 in net proceeds. 


It is stated that CSW’s bank lines involve no formal 
compensating balance arrangements and that such 
arrangements might be necessary if bank lines were 
increased pursuant to the proposed increased 
borrowing authorization. CSW therefore requests 
authority to have compensating balances not in excess 
of 10% for bank lines of credit. The amount of any com- 
pensating balances would be in addition to the amount 
of borrowings otherwise requested. Assuming a prime 
rate of 7-3/4%, a 10% compensating balance require- 
ment would produce an effective borrowing cost of 
approximately 8.61%. 


The fees and expenses to be incurred in connection with 
the proposed transaction will be supplied by 
amendment. It is stated that no state commission and 
no federal commission, other than this Commission, 
has jurisdiction over the proposed transactions. 


NOTICE IS FURTHER GIVEN that any interested 
person may, not later than January 12, 1978, request in 
writing that a hearing be held on such matter, stating 
the nature of his interest, the reasons for such request, 
and the issues of fact or law raised by said 
post-effective amendment to the application- 
declaration which he desires to controvert; or he may 
request that he be notified if the Commission should 
order a hearing thereon. Any such request should be 
addressed: Secretary, Securities and Exchange Com- 
mission, Washington, D.C. 20549. A copy of such 
request should be served personally or by mail upon the 





applicants-declarants at the above-stated addresses, 
and proof of service (by affidavit or, in case of an 
attorney at law, by certificate) should be filed with the 
request. At any time after said date, the application- 
declaration, as amended by said post-effective amend- 
ment or as it may be further amended, may be granted 
and permitted to become effective as provided in Rule 
23 of the General Rules and Regulations promulgated 
under the Act, or the Commission may grant exemption 
from such rules as provided in Rules 20(a) and 100 
thereof or take such other action as it may deem appro- 
priate. Persons who request a hearing or advice as to 
whether a hearing is ordered will receive any notices 
and orders issued in this matter, including the date of 
the hearing (if ordered) and any postponements 
thereof. 


For the Commission, by the Division of Corporate 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 20325/December 19, 1977 


In the Matter of 


AMERICAN ELECTRIC POWER COMPANY, INC. 
2 Broadway 
New York, New York 10004 


(70-5708) 


NOTICE OF POST-EFFECTIVE AMENDMENT 
REGARDING PROPOSAL OF HOLDING COMPANY 
TO ACT AS SURETY FOR SUBSIDIARY COMPANY 


NOTICE IS HEREBY GIVEN that American Electric 
Power Company, Inc. (‘‘AEP’’), a registered holding 
company, has filed with this Commission a 
post-effective amendment to the declaration previously 
filed in this proceeding pursuant to the Public Utility 
Holding Company Act of 1935 (‘‘Act’’), designating 
Sections 12(b) and 12(f) of the Act and Rule 45(b)(3) 
promulgated thereunder as applicable to the proposed 
transaction. All interested persons are referred to the 
declaration, as now amended, which is summarized 
below, for a complete statement of the proposed trans- 
action. 


By order dated August 25, 1977 (HCAR No. 19141), the 
Commission authorized AEP to act as surety for its 


electric utility subsidiary company, Appalachian Power 
Company (‘‘Appalachian’’), in connection with certain 
Appalachian rate proceedings pending before the 
Public Service Commission of West Virginia (‘‘state 
commission’’) in amounts not to exceed $30,600,000 
and $14,645,000. 


AEP now amends its declaration to request approval of 
a supersedeas bond that was posted with the state 
commission on November 28, 1977, in the amount of 
$46,401,000 by AEP acting as surety and Appalachian 
acting as principal pursuant to the provisions of Rule 
45(b)(3) under the Act. The bonds was posted to satisfy 
an order of the United States Supreme Court (‘‘Court’’) 
in the case of Appalachian Power Company v. The 
Public Service Commission of West Virginia staying the 
order of the state commission that Appalachian make 
refunds to its customers in West Virginia of certain 
previously collected increased rates pending action by 
the Court on the jurisdictional statement filed by 
Appalachian in respect of its appeal in the case. AEP 
will make no charge to Appalachian for acting as surety 
on the supersedeas bond, in which case Appalachian 
will save the cost of employing a commercial surety 
estimated to cost approximately $37,000. 


Aside from the state proceeding described herein, no 
state commission and no federal commission, other 
than this Commission, has jurisdiction over the pro- 
posed transaction. 


NOTICE iS FURTHER GIVEN that any interested 
person may, not later than January 13, 1978, request in 
writing that a hearing be held with respect to the pro- 
posed transaction, stating the nature of his interest, the 
reasons for such request, and the issues of fact or law 
raised by said post-effective amendment to the declara- 
tion which he desires to controvert; or he may request 
that he be notified if the Commission should order a 
hearing thereon. Any such request should be 
addressed: Secretary, Securities and Exchange Com- 
mission, Washington, D.C. 20549. A copy of such 
request should be served personally or by mail upon the 
declarant at the above-stated address, and proof of 
service (by affidavit or, in case of an attorney at law, by 
certificate) should be filed with the request. At any time 
after said date, the declaration, as further amended by 
said post-effective amendment or as it may be further 
amended, may be permitted to become effective as 
provided in Rule 23 of the General Rules and Regula- 
tions promulgated under the Act, or the Commission 
may grant exemption from such rules as provided in 
Rules 20(a) and 100 thereof or take such other action as 
it may deem appropriate. Persons who request a 
hearing or advice as to whether a hearing is ordered 
will receive any notices and orders issued in this 
matter, including the date of the hearing (if ordered) 
and any postponements thereto. 
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For the Commission, by the Division of Corporate 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 20326/December 19, 1977 


In the Matter of 


PENNSYLVANIA POWER COMPANY 
New Castle, Pennsylvania 


(70-5825) 


ORDER AUTHORIZING TRANSACTION RELATED 
TO FINANCING POLLUTION CONTROL FACILITIES 
AND GRANTING EXEMPTION FROM COMPETITIVE 
BIDDING 


Pennsylvania Power Company (‘‘Penn Power’’), an 
electric utility subsidiary company of Ohio Edison 


Company, a registered holding company, has filed with 
this Commission post-effective amendments to its 
application-declaration previously filed and amended in 
this matter pursuant to Sections 6(b), 9, 10 and 12(d) of 
the Public Utility Holding Company Act of 1935 
(‘‘Act’’) and Rules 44(b)(3) and 50 promulgated there- 
under regarding the following proposed transaction. 


By orders dated May 27, 1976, and June 15, 1976 
(HCAR Nos. 19545 and 19573), issued in this pro- 
ceeding, Penn Power was authorized to enter into a 
Pollution Control Facilities Agreement (‘‘Agreement’’) 
with the Lawrence County Industrial Development 
Authority (‘‘Authority’’) concerning the financing of 
certain air pollution control facilities, including 
additional precipitator equipment and a tall stack (the 
‘*Project’’), at its generating station located in 
Lawrence County, Pennsylvania. Under the Agree- 
ment, the Authority is to issue and sell to the public its 
tax-exempt Pollution Control Revenue Bonds 
(‘‘Bonds’’), in one or more series, the proceeds of 
which will finance the cost of the Project. The proceeds 
from the sale of the Bonds are to be placed in one or 
more construction funds administered by a trustee 
(‘‘Trustee’’) and are thereafter to be disbursed to pay 
the cost of constructing the Project, or to reimburse 
Penn Power for such construction costs incurred by it 
prior to the execution of the Agreement and delivery of 
the Bonds. 
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Under the Agreement, Penn Power transferred to the 
Authority its interest in the completed portion of the 
Project, together with its interest in the real property 
upon which the Project was situated, all subject to the 
lien of its first mortgage indenture, upon the issuance 
and delivery of the first series of Bonds. The Agree- 
ment provides that such interests, together with any 
other ownership interest of the Authority in the Project, 
will be reconveyed by the Authority to Penn Power in 
stages as and when Penn Power certifies that a major 
portion of the Project has been completed. Penn Power 
was also authorized, concurrently with the issuance and 
delivery by the Authority of its first series of Bonds, to 
execute and deliver its pollution control obligations, in 
the form of notes secured by a second lien on the 
Project, payable to the Trustee. The installments of 
principal and interest due and payable on each of the 
pollution control obligations corresponded in date and 
amount to the stated maturities, mandatory sinking 
fund payments, interest rates and interest payable 
dates of the Bonds to which they related. An aggregate 
principal amount of $15,000,000 of the first series of 
Bonds, together with an aggregate principal amount of 
$1,000,000 Bonds under the small-issue exemption of 
the Internal Revenue Code, was issued by the 
Authority. 


By post-effective amendments filed in this proceeding 
it is stated that the estimated cost of the Project has 
been revised from $61,000,000 to $45,000,000 and that 
the Authority now proposes to issue an additional series 
of Bonds (‘‘Series B Bonds’’) in an aggregate principal 
amount not to exceed $10,600,000. The Series B Bonds 
will be issued as provided in the Agreement, such 
issuance to be under the Trust Indenture between the 
Authority and the First National Bank of Lawrence, 
Trustee, and a first supplemental indenture thereto. 
The Series B Bonds will bear interest at the rate of 
6-3/4% per annum and will be entitled to the benefit of 
a sinking fund designed to retire $500,000 aggregate 
principal amount thereof in each of the years 1998 
through 2003, $1,000,000 aggregate principal amount 
in the years 2004 and 2005, and $2,000,000 aggregate 
principal amount in the year 2006. The balance of the 
Series B Bonds will mature on December 1, 2007. The 
Series B Bonds will be subject to optional redemption, 
at the option of the option of Authority upon Penn 
Power’s request, in whole or in part, on or after 
December 1, 1987, at the following redemption prices, 
expressed as a percentage of the principal amount, plus 
accrued interest to the date of redemption: 


Optional 
Redemption Period Redemption Price 


December 1, 1987 through November 30, 1988... 103% 
December 1, 1988 through November 30, 1989... 10212% 
December 1, 1989 through November 30, 1990. . 102 
December 1, 1990 through November 30, 1991... 10112 








December 1991 through November 30, 1992 101 
December 1, 1992 through November 30, 1993... 100% 
December 1, 1993 and thereafter 


The Series B Bonds will also be subject to mandatory 
redemption in the event that interest thereon becomes 
taxable as a result of a failure by Penn Power to observe 
certain covenants, agreements or representations. The 
Series B Bonds are being sold by the underwriters 
(Goldman, Sachs & Co. and Salomon Brothers) at 100% 
of their face amount and are being sold to the under- 
writers at 99% of their face amount. The net interest 
cost for the Series B Bonds is 6.786% per annum. 


It is proposed that, concurrently with the issuance and 
delivery by the Authority of the Series B Bonds, Penn 
Power execute and deliver its pollution control 
obligation (‘‘Series B Obligation’’), in the form of a 
note secured by a second lien on the Project, payable to 
the Trustee. The installments of principal and interest 
due and payable on the Series B Obligation will 
correspond in date and amount to the stated maturities, 
mandatory sinking fund payments, interest rates and 
interest payment dates of the Series B Bonds. The 
Series B Obligation will provide, among other things, 
that the amounts due thereunder must be paid whether 
or not the Project is completed or performs satisfac- 
torily and whether or not it is damaged or destroyed. 


Penn Power requests that the issuance of the Series B 
Obligation be exempted from the competitive bidding 
requirements of Rule 50 pursuant to Rule 50(a)(5) on 
the ground that competitive bidding would be inappro- 
priate to the proposed transaction. 


The fees and expenses to be incurred in connection with 
the proposed transaction are estimated at $34,000, 
including counsel fees of $25,000. The Pennsylvania 
Public Utility Commission has authorized the proposed 
transaction. No other state commission and no federal 
commission, other than this Commission, has jurisdic- 
tion over the proposed transaction. 


Due notice of the filing of said post-effective amend- 
ments to the application-declaration has been given in 
the manner prescribed in Rule 23 promulgated under 
the Act (HCAR No. 20243), and no hearing has been 
requested of or ordered by the Commission. Upon the 
basis of the facts in the record, it is hereby found that 
the applicable standards of the Act and the rules there- 
under are satisfied and that no adverse findings are 
necessary; and that it is appropriate in the public 
interest and in the interest of investors and consumers 
that said application-declaration, as amended, be 
granted and permitted to become effective: 


IT iS ORDERED, pursuant to the applicable provisions 
of the Act and rules thereunder, that said application- 


declaration, as amended by said post-effective amend- 
ments, be, and it hereby is, granted and permitted to 
become effective forthwith, subject to the terms and 
conditions prescribed in Rule 24 promulgated under the 
Act. 


For the Commission, by the Division of Corporate 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 20327/December 20, 1977 


In the Matter of 


MIDDLE SOUTH UTILITIES, INC. 
New Orleans, Louisiana 


MIDDLE SOUTH ENERGY, INC. 
New Orleans, Louisiana 


(70-6051 ) 


ORDER AUTHORIZING ISSUANCE AND SALE OF 
COMMON STOCK BY A SUBSIDIARY TO ITS 
PARENT HOLDING COMPANY 


Middle South Utilities, Inc. (‘‘Middle South’’), a 
registered holding company, and a wholly-owned sub- 
sidiary, Middle-South Energy, Inc. (‘‘MSEI’’), have 
filed an application-declaration with this Commission 
pursuant to Sections 6(a), 7, 9(a), 10 and 12(f) of the 
Public Utility Holding Company Act of 1935 (‘‘Act’’), 
and Rule 43 promulgated thereunder. 


MSEI proposes to issue and sell to Middle South, from 
time to time through December 31, 1978, up to 75,000 
shares of its authorized but unissued no-par common 
stock at a price of $1,000 per share for an aggregate 
cash purchase price of-$75,000,000. MSEI will use the 
proceeds of such sales to finance construction of the 
Grand Gulf Nuclear Electric Station project (‘‘Grand 
Gulf Project’), a two-unit nuclear fired electric 
generating facility presently under construction near 
Vicksburg, Mississippi. The sales of common stock will 
be timed to coincide with MSEI’s cash needs, which are 
primarily determined by the nature and pace of 
construction work on the Grand Gulf Project. It is stated 
that each sale will be reported to the Commission by a 
certificate filed pursuant to Rule 24. 
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As of August 31, 1977, MSEI had issued 183,500 shares 
of its common stock to Middle South for an aggregate 
cash consideration of $183,500,000. MSEI has also 
received Commission authorization, by orders dated 
December 30, 1976, and October 12, 1977 (HCAR Nos. 
19836 and 20209), to issue and sell an additional 45,000 
shares of its common stock to Middle South through 
December 31, 1977. 


To the extent that funds are required from external 
sources to acquire the common stock Middle South will 
obtain such funds through the issuance and sale of its 
unsecured short-term promissory notes issued under a 
revolving credit agreement dated as of June 30, 1977, 
as authorized by the Commission’s order dated June 
15, 1977 (HCAR No. 20074). 


The fees and expenses to be incurred in connection with 
the proposed transaction are estimated at $7,000, 
including legal fees of $5,000. It is stated that no state 
commission and no federal commission, other than this 
Commission, has jurisdiction over the proposed trans- 
action. 


Due notice of the filing of said application-declaration 
has been given in the manner prescribed in Rule 23 
promulgated under the Act (HCAR No. 20270), and no 
hearing has been requested of or ordered by the 
Commission. Upon the basis of the facts in the record, 
it is hereby found that the applicable standards of the 
Act and the rules thereunder are satisfied and that no 
adverse findings are necessary; and that it is appro- 
priate in the public interest and in the interest of 
investors and consumers that said application-declara- 
tion be granted and permitted to become effective: 


IT IS ORDERED, pursuant to the applicable provisions 
of the Act and rules thereunder, that said application- 
declaration be, and it hereby is, granted and permitted 
to become effective forthwith, subject to the terms and 
conditions prescribed in Rule 24 promulgated under the 
Act. 


For the Commission, by the Division of Corporate 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 20328/December 21, 1977 


In the Matter of 
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NEW ENGLAND POWER SERVICE COMPANY 
Westborough, Massachusetts 


(70-6079) 


ORDER AUTHORIZING AGREEMENT CONCERN- 
ING DEVELOPMENT AND LICENSING OF COM- 
MUNICATIONS SYSTEM TECHNOLOGY 


New England Power Service Company (‘‘NEPSCO’’), a 
subsidiary service company of New England Electric 
System, a registered holding company, has filed an 
application and an amendment thereto with this 
Commission pursuant to Sections 9(a) and 10 of the 
Public Utility Holding Company Act of 1935 (‘‘Act’’) 
regarding the following proposed transaction. 


NEPSCO owns all rights and interests in certain tech- 
nology (‘‘Technology’’) constituting a system for two 
way communications over electric power lines. The 
Technology is evidenced by patent applications, 
know-how and various other documentation and data, 
including an eight unit demonstration project on distri- 
bution lines owned by NEPSCO’s associate companies, 
Massachusetts Electric Company and Granite State 
Electric Company. The Technology originated with and 
grew out of a research and development project 
conducted for NEPSCO by Arthur D. Little, Inc. 
(‘‘ADL’’), which project was directed toward 
developing improved load management techniques. 
The project was carried out under a series of contracts 
between ADL and NEPSCO, each of which provided 
that any inventions resulting from the work would 
become the property of NEPSCO. Under the latest such 
contract, dated September 23, 1974, ADL agreed to 
absorb certain of the costs involved in the research and 
development work, and to conduct a search on behalf of 
NEPSCO for an appropriate third party interested in 
carrying the project forward to development on a 
commercial basis. NEPSCO agreed that in addition to 
the payments included in the contract for research and 
development work, it would pay to ADL 20% of any 
consideration which it should receive as payments from 
athird party, previously contacted for that purpose by 
ADL, for rights to make, use or sell products 
embodying the Technology. ADL contacted approxi- 
mately 25 companies, following which NEPSCO 
disclosed the Technology to approximately 15 
companies under confidential disclosure agreements. 
These efforts resulted in negotiations with 3 major 
manufacturers of electronic equipment, and ultimately 
in the execution of an agreement (‘‘Agreement’’) dated 
September 1, 1977, with Emerson Electric Co. 
(‘‘Emerson’’), adiversified electrical equipment manu- 
facturer with principal offices in St. Louis, Missouri. 
The Agreement is subject to the approval of this 
Commission. 





















The agreement provides, inter alia, that at Emerson’s 
election, NEPSCO will grant Emerson a worldwide, 
exclusive license to make, use and sell equipment 
embodying the Technology. Emerson’s right to elect to 
receive such license is exercisable within a period of 6 
months following installation on lines of associated 
companies of NEPSCO of a ‘‘second generation’ 
demonstration of equipment embodying the Tech- 
nology. Such demonstration will include 150 units to be 
designed and manufactured by Emerson on the basis of 
additional research, testing and engineering to be 
performed by Emerson, all at Emerson’s expense. 
Installation of the demonstration is to be completed no 
later than 36 months from September 1, 1977, although 
it is anticipated that it will be completed at a 
considerably earlier date. NEPSCO is to make available 
certain personnel and facilities in connection with the 
development work, and to budget research and 
development funds for that purpose. 


In the event that Emerson elects to take a license, 
Emerson will, at its expense, carry the project forward 
through the design, manufacture and marketing on a 
commercial basis of products embodying the Tech- 
nology. The Agreement calls for payment by Emerson 
of $100,000 upon the execution of a license agreement, 
and a further $100,000 on the first anniversary date of 
the execution of such agreement, said payments to 
represent advances against royalties to be earned 
payable on the license agreement in excess of annual 
minimum royalties of $200,000 payable on the second 
anniversary of the license agreement and $300,000 on 
each succeeding anniversary. These minimum royalties 
are subject to reduction under certain circumstances. 
Earned royalties are payable to NEPSCO on sales of 
royalty products as follows: 3% on sales in any year of 
up to $10,000,000; 21/2% on sales on any year from 
$10,000,000 to $40,000,000; and 12% on sales in any 
year above $40,000,000. Such sales do not include sales 
to NEPSCO or any of its associate companies, which are 
expressly non-royalty bearing. The Agreement also 
provides that in consideration of various undertakings 
by NEPSCO, including an undertaking for the place- 
ment of an initial order for equipment in an amount of 
at least $100,000, the price to be charged by Emerson to 
NEPSCO or any associate company of NEPSCO for 
products embodying the Technology shall be 10% less 
than the f.o.b. factory price quoted by Emerson for 
comparable quantities of equipment on orders placed 
by others within 12 months of the purchase order of 
NEPSCO or its associate company. 


It is stated that NEPSCO’s costs to date relating to the 
Technology total approximately $1,200,000. These 
costs consist of payments to ADL for research and 
development, as well as related costs of NEPSCO for 
work performed in collaboration with ADL, including 
work related to the small demonstration project. These 
costs have, in turn, been reimbursed to NEPSCO by its 













associate companies on an allocated basis as expenses 
for research and development. Since the research and 
development work connected with the Technology, as 
well as the Technology itself, largely relates to the 
distribution function, the costs were allocated 
principally to the retail operating companies of the 
NEES system. Allocation of the $1,200,000 of costs was 
as follows: Massachusetts Electric Company, $797,000 
(64%); The Narragansett Electric Company, $274,000 
(22%); Granite State Electric Company, $26,000 (2%); 
and New England Power Company, $149,000 (12%). 


To the extent that NEPSCO should receive payments 
under the Agreement, disposition of the proceeds of 
such payments will be made on the basis of the prior 
allocation costs related to the project among NEPSCO’s 
associate companies, with such payments being 
credited to the same accounts to which the costs were 
charged. 





The fees and expenses to be incurred in connection with 
the proposed transaction are estimated at $21,480, 
including counsel fees of $9,200 and incidental services 
performed at actual cost by NEPSCO of $10,000. No 
state commission and no federal commission, other 
than this Commission, has jurisdiction over the pro- 
posed transaction. 


Due notice of the filing of said application has been 
given in the manner prescribed in Rule 23 promulgated 
under the Act (HCAR No. 20267), and no hearing has 
been requested of or ordered by the Commission. Upon 
the basis of the facts in the record, it is hereby found 
that the applicable standards of the Act and the rules 
thereunder are satisfied and that no adverse findings 
are necessary; and that it is appropriate in the public 
interest and in the interest of investors and consumers 
that said application, as amended, be granted: 


IT IS ORDERED, pursuant to the applicable provisions 
of the Act and rules thereunder, that said application, 
as amended, be, and it hereby is, granted forthwith, 
subject to the terms and conditions prescribed in Rule 
24 promulgated under the Act. 


For the Commission, by the Division of Corporate 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 20329/December 21, 1977 
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In the Matter of 


PUBLIC SERVICE COMPANY OF OKLAHOMA 
Tulsa, Oklahoma 


ASH CREEK MINING COMPANY 
Tulsa, Oklahoma 


(70-5868) 


SUPPLEMENTAL ORDER EXTENDING FOR 45- 
DAYS EXISTING AUTHORIZATION TO ENGAGE IN 
FUEL EXPLORATION AND DEVELOPMENT PRO- 
GRAMS 


Public Service Company of Oklahoma (‘‘PSO’’), an 
electric utility subsidiary of Central and South West 
Corporation (‘‘CSW’’), a registered holding company 
and Ash Creek Mining Company (‘‘Ash Creek’’), a 
subsidiary mining company of PSOQ’s, have filed a post- 
effective amendment to their application-declaration, 
as amended, previously filed with this Commission 
pursuant to Sections 6, 7, 9(a), 10 and 12 of the Public 
Utility Holding Company Act of 1935 (‘‘Act’’) and Rules 
43 and 45 promulgated thereunder regarding the 
following proposal. 


By order dated November 30, 1976 (HCAR No. 19777) 
PSO was authorized to organize and acquire all of the 
authorized common-stock of a new coal mining sub- 
sidiary corporation, Ash Creek. PSO was also 
authorized to transfer to Ash Creek all of its existing 
coal interests in exchange for Ash Creek’s common 
stock in an aggregate par value equal to PSO’s capital 
costs relating to the coal interests. Pursuant to this 
authorization, PSO transferred to Ash Creek pro- 
perties having a cost basis of $3,839,040 in return for 
383,904 shares of common stock, par value $10 per 
share, of Ash Creek. Additional properties have not yet 
been transferred and remain in PSO ownership. PSO 
also was authorized to make through December 31, 
1977 short-term loans to Ash Creek, via either open 
account advances or evidenced by notes, in an aggre- 
gate amount not to exceed $12,500,000 at any time out- 
standing, to finance Ash Creek’s fuel programs. 


PSO and Ash Creek herein request that the authority 
granted them by the Commission in HCAR No. 19777 
for the acquisition by Ash Creek of interests relating to 
coal exploration and development activities to provide 
for the fuel needs of Northeastern plants #’s 3 and 4 and 
the financing of such activities by PSO through short- 
term loans from PSO to Ash Creek be extended initially 
for a 45-day period ending February 14, 1978. During 
this period, no transfers to Ash Creek of the coal 
interests remaining in PSO will be made. 


Ash Creek will report to the Commission, to the extent 
required by Rule 24 promulgated under the Act, on 
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interests acquired and disposed of, operations under- 
taken and expenditures made pursuant to the extended 
authorization herein requested. 


No state commission and no federal commission, other 
than this Commission, has jurisdiction over the pro- 
posed transaction. 


Upon the basis of the facts in the record, it is hereby 
found that the applicable standards of the Act and the 
rules thereunder are satisfied and that no adverse 
findings are necessary; and that it is appropriate in the 
public interest and in the interest of investors and 
consumers that the application-declaration, as further 
amended by said post-effective amendment, be granted 
and permitted tc become effective: 


IT 1S ORDERED, pursuant to the applicable provisions 
of the Act and rules thereunder that the authorization 
previously granted and permitted Ash Creek to make 
short-term borrowings from PSO to the extent of an 
aggregate amount not to exceed $12,500,000 and to 
expend such funds in fuel exploration and development 
programs be extended, effective forthwith, until 
February 14, 1978 subject to the proviso that any 
interest thereby acquired or developed be for the sole 
purpose of providing for the fuel needs of Northeastern 
plants #’s 3 and 4 and subject further to the proviso that 
no transfers to Ash Creek of the coal interests in 
remaining in PSO be made during this extension 
period. 


IT IS FURTHER ORDERED that jurisdiction be, and it 
hereby is, reserved with respect to the price of coal sold 
by Ash Creek to PSO and to all other aspects of the 
application-declaration, as now amended, not 
specifically ordered herein. 


For the Commission, by the Division of Corporate 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 20330/December 21, 1977 


In the Matter of 


PUBLIC SERVICE COMPANY OF OKLAHOMA 


Tulsa, Oklahoma 





(70-6075) 


SUPPLEMENTAL ORDER RELEASING JURISDIC- 
TION 


Public Service Company of Oklahoma (‘‘PSO’’), an 
electric utility subsidiary company of Central and South 
West Corporation, a registered holding company, has 
filed with this Commission a post-effective amendment 
to its application-declaration previously filed and 
amended in this matter pursuant to Sections 6(a), 7, 
9(a), 10 and 12(d) of the Public Utility Holding 
Company Act of 1935 (‘‘Act’’) and Rules 44(b)(3) and 50 
promulgated thereunder regarding the following pro- 
posed transactions. 


By order dated December 14, 1977 (HCAR No. 20316), 
this Commission authorized PSO to enter into two 
installment sales agreements (‘‘Agreements’’) with the 
trustees of the Oklahoma Environmental Finance 
Authority (‘‘Authority’’) concerning the financing of 
certain air and water pollution control facilities and 
sewage and solid waste disposal facilities in connection 
with PSO’s Northeastern Station Unit 3 and Unit 4. 
Jurisdiction was reserved in said order with respect to 
(i) the amount of PSO’s payments under the Sales 
Agreements to service the requirements of the Bonds to 
be issued by the Authority; (ii) the terms of the Sales 
Agreements relating to the maturities and sinking fund 
requirements of the Bonds; and (iii) the fees and 
expenses to be incurred in connection with the pro- 
posed transactions. 


By post-effective amendment filed in this proceeding it 
is stated that the amount of Pollution Control Revenue 
Bonds (‘‘Pollution Bonds’’) to be issued has been 
determined to be $33,700,000 and the amount of the 
Environmental Improvement Revenue Bonds (‘‘En- 
vironmental Bonds’’) will be $1,000,000. The interest 
rate for both issues of Bonds will be 5.90%, and each 
will have a price to the public of 99.5%, plus accrued 
interest from December 1, 1977, to the date of delivery. 
The underwriters’ discount will be .975%, and the net 
proceeds to the issuer will be 98.525%, or $33,202, 925 
for the Pollution Bonds and $985,250 for the Environ- 
mental Bonds, plus in each case accrued interest from 
December 1, 1977. The effective interest cost to PSO is 
5.952%. The Pollution Bonds will be subject to 
mandatory sinking fund redemptions of $3,000,000 
aggregate principal amount on December 1, 2002, 
$4,000,000 aggregate principal amount on December 1, 
2003, $5,000,000 aggregate principal amount on 
December 1, 2004, $6,000,000 aggregate principal 
amount on December 1, 2005, and $7,000,000 aggre- 
gate principal amount on December 1, 2006. The 
Pollution Bonds will be subject to optional redemption, 
at PSO’s option, in whole at any time or in part on any 
interest payment date, on or after December 1, 1987, at 


the following redemption prices, expressed as a 
percentage of principal amount, plus accrued interest 
to the date of redemption: 


Optional 


Redemption Dates Redemption Price 


December 1, 1987 through November 30, 1988. . 
December 1, 1988 through November 30, 1989... 102% 
December 1, 1989 through November 30, 1990. . . 102 
December 1, 1990 through November 30, 1991 .. . 10114 
December 1, 1991 through November 30, 1992... 101 
December 1, 1992 through November 30, 1993... 1001 
December 1, 1993 and thereafter 


- 103% 


The Pollution Bonds will also be subject to mandatory 
redemption in the event that interest thereon becomes 
taxable as a result of a failure by PSO to observe certain 
covenants, agreements or representations. The 
Environmental Bonds are no: subject to sinking fund 
redemption requirements. 


The fees and expenses to be incurred in connection with 
the proposed transactions are estimated at $218,175, 
including legal fees of $89,500 and printing fees of 
$55,000. The Corporation Commission of the State of 
Oklahoma has authorized the proposed transactions. 
No other state commission and no federal commission, 
other than this Commission, has jurisdiction over the 
proposed transactions. 


Upon the basis of the facts in the record, it is hereby 
found that the applicable standards of the Act and the 
rules thereunder are satisfied and that no adverse 
findings are necessary; and that it is appropriate in the 
public interest and in the interest of investors and 
consumers that said application-declaration, as 
amended by said post-effective amendment, be granted 
and permitted to become effective and that the juris- 
diction heretofore reserved be released: 


IT 1S ORDERED, pursuant to the applicable provisions 
of the Act and rules thereunder, that said application- 
declaration, as amended by said post-effective amend- 
ment, be, and it hereby is, granted and permitted to 
become effective forthwith, subject to the terms and 
conditions prescribed in Rule 24 promulgated under the 
Act and that the reservation of jurisdiction previously 
ordered be, and it hereby is, released. 


For the Commission, by the Division of Corporate 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 
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PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 20331/December 21, 1977 


In the Matter of 


NORTHEAST UTILITIES 
Hartford, Connecticut 


NORTHEAST NUCLEAR ENERGY COMPANY 
Hartford, Connecticut 


(70-6071) 


ORDER AUTHORIZING FINANCING OF NUCLEAR 
FUEL CORES AND RELATED TRANSACTIONS: 
EXCEPTION FROM COMPETITIVE BIDDING 


Northeast Utilities (‘‘Northeast’’), a registered holding 
company, and Northeast Nuclear Energy Company 
(‘‘NNEC’’), a subsidiary company of Northeast, 
formerly known as The Millstone Point Company, have 
filed an application-declaration and amendments 
thereto with this Commission pursuant to Sections 6(a), 
7, 12(b) and 12(c) of the Public Utility Holding 
Company Act of 1935 (‘‘Act’’) and Rules 45 and 50(a)(2) 
promulgated thereunder regarding the proposed trans- 
actions. 


The Connecticut Light and Power Company (‘‘CL&P’’), 
The Hartford Electric Light Company (‘‘HELCO’’) and 
Western Massachusetts Electric Company 


(‘‘“WMECO’’), each an electric utility subsidiary of 
Northeast, are the owners as tenants-in-common (the 
““Owners’’) of the nuclear generating units known as 
Millstone Unit Nos. 1 and 2 located at the Millstone 


Nuclear Power Station with 53%, 28% and 19% 
interests (‘‘Ownership Interests’’), respectively. 
Millstone Unit No. 1 with a capacity of approximately 
660,000 kilowatts was placed in operation in late 1970, 
and Millstone Unit No. 2 with a capacity of 
approximately 830,000 kilowatts was placed in 
operation in late 1975. NNEC is acting as the agent of 
the Owners with respect to the operation of these units 
pursuant to an Operating Agreement (‘‘Millstone 
Operating Agreement’’) between the Owners and 
NNEC (as described in File No. 70-4447). 


By Order dated November 30, 1972, the Commission 
permitted to become effective the program for the 
financing of the investment in the nuclear fuel for 
Millstone Unit Nos. 1 and 2 (as described in File No. 
70-5260). Pursuant to that program, NNEC, as the 
owner of the fuel for Millstone Unit Nos. 1 and °2, 
supplies the fuel to CL&P, HELCO and WMECO for 
use in the Unit Nos. 1 and 2 reactors under a Fuel 
Supply Contract, as amended (‘‘Fuel Supply 
Contract’’). As part of its overall nuclear fuel financing 
program NNEC issued in 1972 secured notes (‘‘Series A 
Secured Notes’’) under the Trust Indenture dated as of 
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December 1, 1972 (‘‘Indenture’’) between NNEC and 
The Connecticut Bank and Trust Company, Trustee. In 
October, 1975, and January, 1976, NNEC issued 
Secured Notes (‘‘Series B Secured Notes’’) under a 
Second Supplemental Indenture (‘‘Second Indenture’’) 
to the Indenture. (File No. 70-5734). 


in furtherance of this financing program, NNEC now 
proposes to issue, at 100% of the principal amount to 
The Connecticut Bank and Trust Company (‘‘CBT’’) 
and City Trust Company, Bridgeport, Connecticut 
(‘‘City Trust’’) (collectively, ‘‘Lenders’’), an aggregate 
of $11,000,000 principal amount of its 8-1/8% Secured 
Notes, Series C, due December 1, 1982 (‘‘Series C 
Secured Notes’’), of which $6,000,000 will be issued to 
CBT and $5,000,000 will be issued to City Trust for the 
account of Bankers Trust Company which woud enter 
into a participation agreement with City Trust covering 
the beneficial interest in 100% of the principal amount 
thereof. The terms of such issue were negotiated 
directly with Lenders by Northeast and NNEC. 
Northeast and NNEC have agreed to pay to Lenders, 
subject to authorization of this Commission, a commit- 
ment fee on the principal amount loaned by such 
Lenders at a rate of one half of one percent (1/2 of 1%) 
per annum from July 1, 1977 (the approximate commit- 
ment date) to the closing date. No finders’s fee or other 
fee, commission or expenses will be paid to any third 
person (other than the expense of Northeast’s and 
NNEC’s associate company, Northeast Utilities Service 
Company) for negotiating the transaction. The Series C 
Secured Notes will be issued under a Third 
Supplemental Indenture (‘‘Third Indenture’’) dated as 
of December 1, 1977, supplementing the Indenture. 
The Third Indenture will set forth the terms of the 
Series C Secured Notes. The terms will include a pro- 
vision that no Series C Secured Note shall be redeemed 
at the applicable general redemption price, if such 
redemption is for the purpose of or in anticipation of 
refunding such Series C Secured Note through the use, 
directly or indirectly, of funds borrowed by NNEC at an 
effective interest cost to NNEC (computed in accor- 
dance with generally accepted financial principles) of 
less than 8-1/8%. The Series C Secured Notes, like the 
Series A and Series B Secured Notes, will contain no 
provision for a sinking fund. Northeast will enter into 
an agreement with the Lenders guaranteeing NNEC’s 
payment of the principal, premium, if any, and interest 
on the Series C Secured Notes. The proposed terms of 
the guaranty will be similar to those presently 
applicable to the Series A and Series B Secured Notes. 


It is stated that the net proceeds from the issue and sale 
of the Series C Secured Notes will be used by NNEC to 
pay obligations incurred in connection with the 
purchase of nuclear fuel for Millstone Unit Nos. 1 and 
2. Such obligations may include both short term 
borrowings and amounts owed to vendors. Nuclear core 
elements now on site and to be delivered on or about 





November 1, 1977 wi!! be used as the basis for the 
issuance of the Series C Secured Notes pursuant to the 
Indenture. 


It is further stated that the amount of bondable 
property (nuclear core elements) available as of 
November 1, 1977, for the issuance of the Series C 
Secured Notes is approximately $17,927,000. It is 
further stated that the fair value of the nuclear core 
elements on the site of Unit Nos. 1 and 2, as of the date 
of issuance of the Series C Secured Notes, will exceed 
the aggregate principal amount of the Series A, Series 
B and Series C Secured Notes. 


It is stated that in furtherance of this financing program 
and in order for NNEC to continue to meet the equity 
capital ratio requirements of the Indenture, Northeast 
will make a capital contribution of $2,050,000 to NNEC 
before the issue of the Series C Secured Notes. Com- 
mission authorization for such a contribution was 
granted in File No. 70-6016 by Order dated June 29, 
1977. 


It is also stated no change is contemplated in the Fuel 
Supply Contract in connection with this issue, although 
certain proposed amendments to the Fuel Supply 
Contract are currently under consideration by this 
Commission in File No. 70-5734. 


NNEC as part of its permanent financing program, 
referred to above, contemplates that certain bank 
borrowings will be issued, repaid and/or re-issued from 
time to time to meet the financing program. At the 
present time, this Commission has authorized NNEC to 
issue notes in the maximum aggregate amount of 
$25,000,000 outstanding at any one time to certain 
banks through March 31, 1978. (File No. 70-5734). As 
described in detail in File No. 70-5260, it will be 
necessary for NNEC, as part of its general financing 
program, to continue to provide financing for its fuel 
through bank borrowings. Although no formal commit- 
ments for NNEC’s bank borrowings to be effected ir 
continuance of the financing program have been made 
with any bank, NNEC states it expects that such 
borrowings will be effected from the following banks in 
the following maximum amounts: 


Bank Maximum Amount 


The First National Bank 
of Boston 
Boston, Massachusetts 


$22,000,000 


Bankers Trust Company 


New York, New York 10,000,000 


The Connecticut Bank 
and Trust Company 
Hartford, Connecticut 10,000,000 
Hartford National Bank 
and Trust Company 
Hartford, Connecticut 7,000,000 
The Colonial Bank and Trust Company 
Waterbury, Connecticut 3,000,000 


Connecticut National Bank 


Bridgeport, Connecticut 2,500,060 


NNEC presently contemplates that its projected capital 
requirements will necessitate the borrowing of up to 
$30,000,000 from the above banks. However, the 
maximum aggregate amount of such borrowings out- 
standing at any time will not exceed $30,000,000. Any 
bank borrowings to be effected from additional banks or 
in larger maximum amounts will be subject to filing 
post-effective amendments and further orders of this 
Commission. 


The proposed bank borrowings (the ‘‘Bank Notes’’) will 
each be dated the date of issue, will have a maximum 
maturity date of nine months with right of renewal, will 
bear interest at the prime rate in effect from time to 
time at the lending bank adjusted as of the date of any 
change in such rate, will be subject to prepayment at 
any time at NNEC’s option without premium and will 
be subordinated to any Secured Notes issued by NNEC. 
Although NNEC’s permanent financing program 
contemplates that the Bank Notes will be issued, 
renewed, repaid and/or re-issued from time to time 
through December 1, 1982 to meet the proposed 
financing program at this time NNEC is requesting 
Commission authorization to issue Bank Notes to the 
banks specified above in an aggregate amount not to 
exceed $30,000,000 at any time outstanding only for the 
period through March 31, 1979. Compensating 
balances of 10% of the credit line plus up to 10% of the 
average borrowings are required by the above banks. 
Based upon such compensating balances, the effective 
interest rate for the borrowings would be 9.375% based 
on a 7.5% prime rate. 


Except as set forth herein, it is stated that the terms of 
the Series C Secured Notes and of the Third Indenture 
will in substance be the same as the terms of the Series 
B Secured Notes and of the Second Indenture, respec- 
tively, and Northeast and NNEC propose in all respects 
to continue the nuclear fuel financing program in the 
manner described in detail in File No. 70-5260. 


Other than as set forth herein, no associate company or 
affiliate company of Northeast or NNEC or any affiliate 
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of any such associate company has any material 
interest, directly or indirectly, in the proposed trans- 
actions. 


Exception from the competitive bidding requirements 
of Rule 50 is requested for the proposed issue and sale 
by NNEC of the Bank Notes and of its Series C Secured 
Notes pursuant to paragraph (a)(2) thereof on the 
grounds that the maturity of the Bank Notes and the 
Series C Secured Notes will be ten years or less and will 
be issued to commerical banks which will not acquire 
the Bank Notes or the Series C Secured Notes for resale 
to the general public, and no finder’s fee or other fee, 
commission or remuneration is to be paid to any third 
party (other than the expenses of Northeast Utilities 
Service Company, an associate service company) for 
negotiating the issue and sale of the Bank Notes or of 
the Series C Secured Notes. 


The fees and expenses to be incurred in connection with 
the proposed transactions are estimated not to exceed 
$44,000, including legal fees and expenses estimated at 
$28,000. It is stated that none of such fees, commis- 
sions or expenses are to be paid to any associate 
company or affiliate of Northeast or NNEC, except for 
financial and other services to be performed at cost by 
Northeast Utilities Service Company; an associate 
service company. The approval required by the 
Connecticut Public Utilities Control Authority for the 
issue by NNEC of its Series C Secured Notes has been 
obtained. No other state commission and no federal 
commission, other than this Commission, has 
jurisdiction over the proposed transactions. 


Due notice of the filing of said application-declaration 
has been given in the manner prescribed in Rule 23 
promulgated under the Act (HCAR No. 20247), and no 
hearing has been requested of or ordered by the 
Commission. Upon the basis of the facts in the record, 
it is hereby found that the applicable standards of the 
Act and the rules thereunder are satisfied and that no 
adverse findings are necessary; and that is is appro- 
priate in the public interest and in the interest of 
investors and consumers that said application-declara- 
tion, as amended, be granted and permitted to become 
effective: 


IT 1S ORDERED, pursuant to the applicable provisions 
of the Act and rules thereunder, that said 
application-declaration, as amended, be, and it hereby 
is, granted and permitted to become effective forth- 
with, subject to the terms and conditions prescribed in 
Rule 24 promulgated under the Act, except that the 
certification thereunder shall be filed within 45 days 
after the end of each calendar quarter. 


For the Commission, by the Division of Corporation 
Regulation, pursuant to delegated authority. 
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George A. Fitzsimmons 
Secretary 
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INVESTMENT COMPANY ACT OF 1940 
Release No. 10064, December 16, 1977 


In the Matter of 
METROPOLITAN LIFE INSURANCE COMPANY 


METROPOLITAN VARIABLE ACCOUNT B OF 
METROPOLITAN LIFE INSURANCE COMPANY 


METROPOLITAN LIFE VARIABLE ACCOUNT C 
and 


METROPOLITAN LIFE VARIABLE ACCOUNT D 
1 Madison Avenue 
New York, New York 10010 


(812-4248) 


NOTICE OF APPLICATION FOR ORDER PURSUANT 
TO SECTION 17(f)(3) OF THE ACT AND FOR 
ORDERS PURSUANT TO SECTION 6(c) OF THE ACT 
GRANTING EXEMPTIONS FROM THE PROVISIONS 
OF SECTION 17(f) AND RULE 17f-2 THEREUNDER 
AND SECTIONS 26(a) AND 27(c)(2) OF THE ACT 


NOTICE IS HEREBY GIVEN THAT Metropolitan Life 
Insurance Company (‘‘Metropolitan’’), a New York 
mutual life insurance company, Metropolitan Variable 
Account B of Metropolitan Life Insurance Company 
(‘‘Account B’’), Metropolitan Life Variable Account C 
(‘‘Account C’’), and Metropolitan Life Variable 


Account D (‘‘Account D’’), separate accounts of 
Metropolitan registered under the Investment 
Company Act of 1940 (‘‘Act’’) as open-end 
management investment companies, (hereinafter 
collectively referred to as ‘‘Applicants’’), filed an 
application on December 13, 1977, for an order 
pursuant to Section 17(f)(3) of the Act and pursuant to 
Section 6(c) for an order exempting Applicants from the 
provisions of Section 17(f), and pursuant to Section 6(c) 
of the Act for an order exempting Metropolitan and 
Account B from the provisions of Sections 26(a) and 
27(c)(2) of the Act and Rule 17f-2 thereunder. All 
interested persons are referred to the Application on 





file with the Commission for a statement of the repre- 
sentations contained therein, which are summarized 
below. 


Metropolitan presently allocates to Account B purchase 
payments, after certain deductions, received under 
individual Variable Annuity Contracts (the ‘‘Variable 
Annuity Contracts’’). The Variable Annuity Contracts 
are designed: (1) to provide retirement payments to 
employees of public school systems and certain other 
tax-exempt organizations under annuity purchase 
arrangements meeting the requirements of Section 
403(b) of the Internal Revenue Code of 1954, as 
amended, (the ‘‘Code’’) and (2) when purchased for 
use under Section 408 of the Code, to provide 
retirement benefits for working persons who are not 
active participants under other tax-favored retirement 
programs. Metropolitan intends to discontinue the sale 
of the Variable Annuity Contracts, but such contracts 
as are outstanding will continue to be funded. by 
Account B. 


Metropolitan has designed certain new contracts (the 
‘‘Variable Retirement Annuity Contracts’’). Metropoli- 
tan intends to allocate to Account B, purchase 
payments, after certain deductions, received under the 
Variable Retirement Annuity Contracts. The Variable 
Retirement Annuity Contracts have different charges 
for sales and administrative expenses than do the 
Variable Annuity Contracts. Metropolitan intends to 
discontinue the sale of the Variable Annuity Contracts 
upon the commencement of sale of the Variable 
Retirement Annuity Contracts. The Variable Retire- 
ment Annuity Contracts are designed to provide retire- 
ment payments to the same persons to whom the vari- 
able annuity contracts funded by Account B are 
presently offered. Additionally, the Variable Retire- 
ment Annuity Contracts will be used to provide for 
retirement payments to corporate employees or self- 
employed persons and their employees under pension 
and profit sharing plans which meet the requirements 
of Section 401 or 403(a) of the Code (including so-called 
Keogh or HR-10 plans). 


Metropolitan allocates to Account C the purchase 
payments, after certain deductions, received under 
Convertible Investment Contracts (‘‘Investment Con- 
tracts’’) which are issued under the Metropolitan 
Investor-Annuity Program (‘‘Program’’). Metropolitan 
allocates to Account D amounts received under the 
Variable Annuity Contracts included in the Programs 
from the conversion of Investment Units under Invest- 
ment Contracts. 


Section 17 [f][3] 


Section 17(f)(3) of the Act provides, in pertinent part, 
that a registered management investment company 
may maintain its securities and similar investments in 


its own custody, but only in accordance with such rules 
and regulations or orders as the Commission may from 
time to time prescribe for the protection of investors. 
Rule 17f)2(b) provides, with certain exceptions that 
such investments must be deposited in the safekeeping 
of a bank or other company whose functions and 
physical facilities are supervised by federal or state 
authority. Rule 17f-2(d) provides that no more than five 
persons shall have access to such investments. 


Applicants have previously been granted exemptions 
from the provisions of Section 17(f)(3) (Investment 
Company Act Releases Nos. 6185, September 15, 1970, 
and 8656, January 30, 1975). The exemptions permit 
Metropolitan to maintain custody in its vault of the 
securities and similar investment (‘‘investments’’) held 
in Account B, Account C and Account D, respectively 
and provides that the investments be clearly identified 
as belonging to the appropriate Account. The exemp- 
tions also permit ten duly authorized officers or 
responsible employees of Metropolitan, as well as 
representatives of the New York Insurance Department 
and members of the National Association of Insurance 
Commissioners’ duly designated zonal auditing 
committee to have access to the investments held in 
each such Account. With the exception of access to the 
investments held in each Account by more than the five 
persons specified in Rule 17f-2(d), Applicants 
represented that all other provisions of Rule 17f-2 
would be met as if such investments were in a vault 
maintained by a bank. 


Applicants now request a further exemption from the 
provisions of Section 17(f)(3) of the Act, to the extent 
necessary to permit twenty duly authorized officers or 
responsible employees of Metropolitan to have access 
to the investments in, respectively, Account B, Account 
C and Account D. Applicants assert that adequate 
protections will be afforded to investors in each such 
Account. With the exception of access to the in- 
vestments held in Accounts B, C and D by more than 
the number of persons specified in Rule 17f-2(d), 
Applicants continue to represent that all other 
provisions of Rule 17f-2 will be met as if such invest- 
ments were in a vault maintained by a bank. Applicants 
state that the current exemptions that limit to ten the 
maximum number of authorized employees including 
officers, who have access to the investments in 
Accounts B, C, and D, has recently created a hardship 
for these persons and for the overall operations of 
Metropolitan with respect to all securities held in its 
vault. The hardship consists of difficulties in 
reconciling the scheduling of duties relating to 
securities access in relation to these persons’ other 
duties. This situation has occurred for two reasons: (i) 
the volume of securities transactions for the Accounts 
has significantly increased in recent years, and (ii) the 
responsibilities of the currently authorized persons 
have become more varied with the attendant unavail- 
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ability of such persons from time to time for various 
business reasons. 


Sections 26[a] and 27[c][2] 


Sections 27(c)(2) and 26(a) of the Act, in pertinent part, 
prohibit a registered investment company, or a 
depositor or underwriter for such company, from 
selling periodic payment plan certificates unless the 
proceeds of all payments, other than the sales load, are 
deposited with a bank as trustee or custodian and held 
under an indenture or agreement containing, in sub- 
stance, the provisions required by Sections 26(a)(2) and 
(a)(3) of the Act for a unit investment trust. Section 
26(a)(2) requires the trustee or custodian to have pos- 
session of and to segregate and hold in trust all 
securities and cash of the trust, places certain restric- 
tions on charges which may be made against the trust 
income and corpus, and excludes from expenses which 
the trustee or custodian may charge against the trust 
any payments to the depositor or principal underwriter 
other than a fee, not exceeding such reasonable amount 
as the Commission may prescribe, for performing book- 
keeping and other administrative services normally 
performed by the trustee or custodian. Section 26(a) (3) 
governs the circumstances under which the trustee or 
custodian may resign. 


Metropolitan and Account B previously received an 
exemption from Section 27 (c)(2) to permit the proceeds 
of all payments under the Variable Annuity Contracts to 
be held by Metropolitan on the ground that the obliga- 
tions undertaken by Metropolitan, a regulated 
insurance company, to the holders of such Contracts 
provide substantially the protection contemplated by 
the requirements of Section 27(c)(2) (see Investment 
Company Act Release 6185). 


The prior order was made subject to the condition, inter 
alia, that charges under the Variable Annuity Contracts 
for administrative services shall not exceed such 
reasonable amounts as the Commission shall prescribe. 
The charges under the Variable Retirement Annuity 
Contracts are different from the charges on the 
Variable Annuity Contracts. There are additional 
charges which include a $1.50 transaction charge on all 
purchase payments received under the Variable Retire- 
ment Annuity Contracts and an administrative charge 
of $2 per month per account. 


Metropolitan and Account B now request an Exemption 
from Sections 27(c)(2) and 26(a) to permit the proceeds 
of all payments under the Variable Retirement Annuity 
Contracts to be held by Metropolitan. Applicants assert 
that the obligations undertaken by Metropolitan, a 
regulated insurance company, to the holders of the 
Variable Retirement Annuity Contracts provide sub- 
stantially the protection contemplated by the 
requirements of Sections 27(c)(2) and 26(a). 
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Metropolitan and Account B have consented that the 
order granting exemptions from Sections 26(a) and 
27(c)(2) may be made subject to the conditions that: (1) 
the charges under the Variable Retirement Annuity 
Contracts for administrative services shall not exceed 
such reasonable amounts as the Commission shall 
prescribe, jurisdiction being reserved for such purposes 
and (2) the payment of sums and charges out of the 
assets of Account B shall not be deemed to be 
exempted from regulation by the Commission by 
reason of the order; provided, that Metropolitan and 
Account B’s consent to the conditions shall not be 
deemed to be a concession to the Commission of 
authority to regulate the payments of sums and charges 
out of such assets other than charges for administrative 
services, and Metropolitan and Account B reserve the 
right to assert in any proceeding before the Commis- 
sion, in any suit or action in any court or otherwise that 
the Commission has no authority to regulate the 
payment of such other sums or charges. 


Section 6(c) 


Section 6(c) authorizes the Commission to exempt any 
person, security or transaction or any class or classes of 
persons, securities, or transactions, from the provisions 
of the Act and Rules promulgated thereunder if and to 
the extent that such exemption is necessary or appro- 
priate in the public interest and consistent with the 
protection of investors and the purposes fairly intended 
by the policy and provisions of the Act. 


NOTICE IS FURTHER GIVEN that any interested 
person may not later than January 10, 1978, at 5:30 
p.m. submit to the Commission in writing a request for 
a hearing on the matter accompanied by a statement as 
to the nature of his interest, the reason for such 
request, and the issues, if any, of fact or law proposed 
to be controverted, or he may request that he be 
notified if the Commission should order a hearing 
thereon. Any such communication should be 
addressed: Secretary, Securities and Exchange 
Commission, Washington, D.C. 20549. A copy of such 
request shall be served personally or by mail upon 
Applicants, at the address stated above. Proof of such 
service (by affidavit, or in the case of an attorney at law, 
by certificate) shall be filed contemporaneously with 
the request. As provided by Rule 0-5 of the Rules and 
Regulations promulgated under the Act, an order 
disposing of the application will be issued as of course 
following January 10, 1978, unless the Commission’s 
thereafter orders a hearing upon request or upon the 
Commission’s own motion. Persons who request a 
hearing, or advice as to whether a hearing is ordered, 
will receive notice of further developments in this 
matter, including the date of the hearing (if ordered) 
and any postponements thereof. 














For the Commission, by the Division of Investment 
Management, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





INVESTMENT COMPANY ACT OF 1940 
Release No. 10065/December 16, 1977 


‘In the Matter of 
AETNA FUND, INC. 


AETNA VARIABLE ANNUITY LIFE 
COMPANY 


INSURANCE 


AETNA FINANCIAL SERVICES, INC. 
and 


AETNA VARIABLE FUND, INC. 
151 Farmington Avenue 
Hartford, CT 06156 


(812-4218) 


ORDER PURSUANT TO SECTION 17(b) OF THE ACT 
EXEMPTING PROPOSED MERGER TRANSACTION 
FROM THE PROVISIONS OF SECTION 17(a) OF THE 
ACT 


AEtna Fund, Inc. (‘‘Fund’’), AEtna Variable Fund, Inc. 
(‘‘Variable Fund’’), AEtna Variable Annuity Life Insur- 
ance Company, and AEtna Financial Services, Inc. filed 
an application on November 4, 1977, and amendments 
thereto on November 17 and 18, 1977, for an order, 
pursuant to Section 17(b) of the Act, exempting from 
the provisions of 17(a) of the Act the proposed merger 
of Fund into Variable Fund. 


On November 18, 1977, a notice was issued (Investment 
Company Act Release No. 10020) of the filing of the 
application. The notice gave interested persons an 
opportunity to request a hearing and stated that an 
order disposing of the application would be issued as of 
course unless a hearing should be ordered. No request 
for a hearing has been received, and the Commission 
has not ordered a hearing. 


The matter having been considered, it is found, on the 
basis of the information stated in the application, that 


the terms of the proposed merger are reasonable and 
fair and do not involve overreaching on the part of any 
person concerned, and that the proposed transaction is 
appropriate in the public interest and is consistent with 
the protection of investors and with the general 
purposes of the Act. Accordingly, 


IT IS ORDERED, pursuant to Section 17(b) of the Act, 
that the proposed merger of Fund into Variable Fund 
be, and hereby is, exempted from the provisions of 
Section 17(a) of the Act. 


For the Commission, by the Division of Investment 
Management, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





INVESTMENT COMPANY ACT OF 1940 
Release No. 10066/December 19, 1977 


In the Matter of 


CASH RESERVE MANAGEMENT, INC. 
One Boston Place 
Boston, Massachusetts 02108 


(812-4189) 


ORDER PURSUANT TO SECTION 6(c) OF THE ACT 
EXEMPTING APPLICANT FROM THE PROVISIONS 
OF SECTION 19(b) OF THE ACT AND RULE 19b-1 
PROMULGATED THEREUNDER. 


On November 21, 1977, a notice was issued (Investment 
Company Act Release No. 10021) of an application filed 
on September 15, 1977, by Cash Reserve Management, 
Inc., (‘‘Applicant’’), an open-end investment company 
registered under the Investment Company Act of 1940 
(‘‘Act’’), pursuant to Section 6(c) of the Act, for an 
order of the Commission exempting Applicant from the 
provisions of Section 19(b) of the Act and Rule 19b-1 
promulgated thereunder to permit Applicant to 
distribute long-term capital gains, as defined by the 
Internal Revenue Code of 1954, more frequently than 
once every twelve months. 


The notice gave interested persons an opportunity to 
request a hearing, and stated that an order disposing of 
the application would be issued as of course unless a 
hearing should be ordered. No request for a hearing 
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has been filed and the Commission had not ordered a 
hearing. 


The matter has been considered, and it is found that the 
granting of the requested exemption is appropriate in 
the public interest and consistent with the protection of 
investors and the purposes fairly intended by the policy 
and provisions of the Act. Accordingly, 


IT IS ORDERED, pursuant to Section 6(c) of the Act, 
that the application for exemption from the provisions 
of Section 19(b) of the Act and Rule 19(b)(1) promul- 
gated thereunder, to the extent requested, be, and 
hereby is, granted, effective forthwith. 


For the Commission, by the Division of Investment 
Management pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





INVESTMENT COMPANY ACT OF 1940 
Release No. 10067/December 20, 1977 


In the Matter of 


STRATTON GROWTH FUND 
Axe Wood, Butler and Skippack Pikes 
Blue Bell, Pennsylvania 19422 


STRATTON MANAGEMENT COMPANY, INC. 
Axe Wood, Butler and Skippack Pikes 
Blue Bell, Pennsylvania 19422 


DAVIDGE EARLY BIRD FUND 
1747 Pennsylvania Avenue, N.W. 
Washington, D.C. 20006 


DAVIDGE & COMPANY 
1747 Pennsylvania Avenue, N.W. 
Washington, D.C. 20006 


(812-4214) 


ORDER PURSUANT TO SECTION 17(d) OF THE ACT 
AND RULE 17d-1 THEREUNDER PERMITTING 
PARTICIPATION IN PROPOSED TRANSACTION 
AND PURSUANT TO SECTION 6(c) OF THE ACT 
GRANTING EXEMPTION FROM RULE 22c-1 
THEREUNDER. 
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Stratton Growth Fund (‘‘Stratton’’) and Davidge Early 
Bird Fund (‘‘Davidge’’), both open-end, diversified 
management investment companies registered under 
the Investment Company Act of 1940 (‘‘Act’’) and 
Stratton Management Company, Inc. (‘‘Stratton 
Management’’) and Davidge & Company (‘‘Davidge 
Management’’), both registered investment advisers, 
(collectively ‘‘Applicants’’), filed an application on 
October 27, 1977, and an amendment thereto on 
November 17, 1977 requesting an order (1) pursuant to 
Section 17(d) of the Act and Rule 17d-1 thereunder, 
permitting Stratton Management to pay for certain 
expenses of Stratton incurred in connection with the 
proposed acquisition by Stratton of substantially all the 
assets of Davidge and permitting Davidge Manage- 
ment to indemnify Davidge against certain liabilities, 
and (2) pursuant to Section 6(c) of the Act for an 
exemption from the provisions of Rule 22c-1 under the 
Act to the extent necessary to permit Stratton to issue 
its securities at a price computed at the close of busi- 
ness on the business day preceding the proposed ac- 
quisition. 


On November 28, 1977 a notice was issued (Investment 
Company Act Release No. 9962) of the filing of the 
application. The notice gave interested persons an 
opportunity to request a hearing and stated that an 
order disposing of the application would be issued as a 
matter of course unless a hearing should be ordered. 
No request for a hearing has been filed, and the 
Commission has not ordered a hearing. 


The matter having been considered, it is found, on the 
basis of the information contained in the application, 
that the participation of Stratton and Davidge in the 
proposed transaction, on the terms proposed, is 
consistent with the purposes and provisions and 
policies of the Act, and that such participation is on a 
basis not less advantageous than that of other 
participants. It is further found that the granting of the 
exemption is appropriate in the public interest and 
consistent with the protection of investors and the 
purposes fairly intended by the Act. Accordingly, 


IT iS ORDERED, pursuant to Section 17(d) of the Act 
and Rule 17d-1 thereunder, that the request of Stratton 
Management Company, Inc., and Davidge & Company 
to participate in the proposed acquisition by Stratton 
Growth Fund of substantially all of the assets of 
Davidge Early Bird Fund is permitted, to the extent 
requested, effective forthwith. 


IT IS FURTHER ORDERED, pursuant to Section 6(c) of 
the Act, that the proposed issuance by Stratton Growth 
Fund of its shares in exchange for the assets of Davidge 
Early Bird Fund be, and hereby is, exempted from the 
provisions of Rule 22c-1 under the Act, effective 
forthwith. 











For the Commission by the Division of Investment 
Management, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





INVESTMENT COMPANY ACT OF 1940 
Release No. 10068/December 21, 1977 


In the Matter of 


SUPER MARKET CAPITAL INVESTMENT COM- 
PANY 

2188 San Diego Avenue 

San Diego, California 92110 


(811-1373) 


NOTICE OF PROPOSAL TO TERMINATE REGISTRA- 
TION PURSUANT TO SECTION 8(f) OF THE ACT 


NOTICE IS HEREBY GIVEN that the Commission 
proposes, pursuant to Section 8(f) of the Investment 
Company Act of 1940 (‘‘Act’’), to declare by order upon 
its own motion that Super Market Capital Investment 
Company (‘‘Fund’’), a California corporation registered 
under the Act as a closed-end, non-diversified manage- 
ment company, has ceased to be an investment 
company as defined in the Act. 


Fund was organized on January 31, 1966 and filed a 
Form N-8A Notification of Registration on February 28, 
1966. On March 25, 1966, Fund filed, as a small 
business investment company, a Form N-5 Registration 
Statement under the Act and the Securities Act of 1933. 
The Registration Statement covered the proposed 
offering of 3,235 shares of common stock, $50 par 
value, and 1,010 shares of preferred stock, $150 par 
value. 


The Registration Statement never became effective, 
and the capitalization of the Fund was never completed. 
On October 30, 1973, the Fund was notified that its 
Registration Statement might be declared abandoned 
unless the Fund, within 30 days of its receipt of such 
notice, filed the necessary amendments, withdrew the 
Registration Statement, or provided a_ satisfactory 
explanation as to why such action could not be taken. 
No such action was taken, and, accordingly the Regis- 
tration Statement was declared abandoned on 


December 4, 1973. It appears that Fund has never sold 
any of its shares and does not propose a public offering 
of its shares. 


Section 8(f) of the Act provides, in pertinent part, that 
when the Commission, on its own motion, finds that a 
registered investment company has ceased to be an 
investment company, it shall so declare by order, and 
upon the effectiveness of such order, the registration of 
such company shall cease to be in effect. 


NOTICE IS FURTHER GIVEN that any interested 
person may, not later than January 16, 1978, at 5:30 
p.m., submit to the Commission in writing a request for 
a hearing on the matter accompanied by a statement as 
to the nature of his interest, the reason for such 
request, and the issues, if any, of fact or law proposed 
to be controverted, or he may request that he be 
notified if the Commission shall order a hearing 
thereon. Any such communication should be 
addressed: Secretary, Securities and Exchange 
Commission, Washington, D.C. 20549. A copy of such 
request shall be served personally or by mail upon the 
Fund at the address stated above. Proof of such service 
(by affidavit or, in the case of an attorney-at-law, by 
certificate) shall be filed contemporaneously with the 
request. As provided by Rule 0-5 of the Rules and 
Regulations promulgated under the Act, an order 
disposing of the application will be issued as of course 
following said date unless the Commission thereafter 
orders a hearing upon request or upon the Commis- 
sion’s own motion. Persons who request a hearing, or 
advice as to whether a hearing is ordered, will receive 
any notices and orders issued in this matter, including 
the date of the hearing (if ordered) and any 
postponements thereof. 


For the Commission, by the Division of Investment 
Management, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 
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Litigation Release No. 8219/December 19, 1977 


UNITED STATES OF AMERICA v. LOUIS H. KAPP, 
JR. 

(United States District Court for the Northern District of 
Ohio, Criminal Action File No. CR-77-131) 
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William D. Goldsberry, Administrator of the Chicago 
Regional Office of the Securities and Exchange 
Commission, and William D. Beyer, United States 
Attorney for the Northern Distrist of Ohio, announced 
jointly that on December 6, 1977, Louis H. Kapp, Jr. 
(Kapp, Jr.) plead guilty and was sentenced to five years 
probation for being in criminal contempt of an order of 
permanent injunction entered in 1970 by the Honorable 
Frank J. Battisti, United States District Judge. 


In that 1970 action Kapp, Jr., among others, was per- 
manently enjoined from engaging in further acts and 
practices in violation of Sections 5(a), 5(c) (the registra- 
tion provisions) and 17(a) of the Securities Act of 1933 
and Section 10(b) of the Securities Exchange Act of 
1934 and Rule 10b-5 thereunder (the anti-fraud provi- 
sions). The Injunction against Kapp Jr. stemmed from 
his participation in the sale of fractional interests in oil 
and gas leases and wells in Lorain County, Ohio. 


The application for an order to show cause why Kapp, 
Jr. should not be punished for criminal contempt 
alleged that Kapp, Jr. had from about January, 1974 to 
May, 1977 employed false and miqleading statements 
and omissions in connection with interstate sales of 
unregistered fractional interests in oil and gas leases 
located in Saline County, I!linois. The alleged misstate- 
ments and omissions concerned, among other things, 
the promise of Kapp, Jr. to transfer the fractional 
interests to the investors; the ownership by Kapp, Jr. of 
the leases; the initiation of a secondary oil recovery 
project; and the risks involved in such a project 
including the risk that Kapp, Jr. might never accum- 
mulate sufficient funds to begin a secondary recovery 
project or purchase sufficient fractional interests to 
transfer to all of the investors. 


In addition to the five years probation, Kapp, Jr. was 
also ordered to effect restitution by making monthly 
payments for fifty months to an account, to be 
administered by the Court, from which repayment will 
be made to those investors who purchased from Kapp, 
Jr. or an associate but did not receive a fractional 
interest in oil or gas wells. The period of probation is 
subject to early termination in the event that the length 
of time required to initiate, implement and complete 
the offer of restitution can be accomplished in less than 
five years. (See Litigation Release Nos. 4635, 7817, 
7993, 7994). 





Litigation Release No. 8220/December 19, 1977 


SEC v. LOUIS H. KAPP, JR. et al. 
(N.D. ILL., Civil Action No. 77C580) 
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William D. Goldsberry, Administrator of the Chicago 
Regional Office of the Securities and Exchange 
Commission, announced that on December 9, 1977, the 
Honorable Nicholas Bua, Judge of the United States 
District Court for the Northern District of Illinois, 
entered an order of permanent injunction by consent 
against defendant Louis H. Kapp, Jr. The defendant 
was enjoined from further violations of the registration 
and anti-fraud provisions of the federal securities laws 
in connection with the offer and sale of fractional 
undivided working interests in oil or gas leases. 


The Commission’s Complaint alleged that the 
defendant and others employed false and misleading 
statements and omissions in connection with the offer 
and sale of fractional undivided working interests in oil 
and gas leases concerning, among other things, the 
transfer of fractional interests to the investors, the 
ownership of leases by the defendant, the use of 
investors’ funds for a secondary oil recovery project, 
and the risks involved in such a project, including the 
risk that the defendant might never accummulate suffi- 
cient funds to begin a secondary recovery project or 
purchase sufficient fractional interests to transfer to all 
of the investors. 


The defendant consented to the entry of the injunction 
without admitting or denying the allegations of the 
Commission’s Complaint. 


(See Litigation Release Nos. 4635, 7817, 7993, 7994). 





Litigation Release No. 8221/December 21, 1977 


UNITED STATES v. SAM THOMAS, JR. 
(W.D. Louisiana) Criminal No. 77-5128 


Edward Sheheen, United States Attorney for the 
Western District of Louisiana, and Richard M. Hewitt, 
Administrator of the Fort Worth Regional Office of the 
Securities and Exchange Commission, today jointly 
announced that on November 29, 1977 Sam Thomas, 
Jr., Ruston, Louisiana, pleaded guilty to a one-count 
Information filed the same day, charging him with 
failing to produce books, records and other documents 
pursuant to a subpoena duces tecum issued in 
connection with an investigation conducted by the 
Commission. 


On the same date Thomas, former president of the 
First National Bank, Ruston, Louisiana, was sentenced 
by Federal District Judge Nauman Scott, Alexandria, 
Louisiana, to imprisonment for one year, six months of 





which was suspended, followed by three years’ super- 
vised probation. 


For further information see Litigation Release Nos. 
7707 and 7758. 





Litigation Release No. 8222/December 21, 1977 


SEC v. DIMENSIONAL ENTERTAINMENT CORPOR- 
ATION, et al. 


[77 Civ. 5290 (CHT)] 


William D. Moran, Regional Administrator of the New 
York Regional Office announced that on November 22, 
1977 Judge Charles H. Tenney of the United States 
District Court for the Southern District of New York 
signed a final judgment of permanent injunction 
against Susan K. Johnson (‘‘Johnson’’) of Minneapolis, 
Minnesota. The judgment enjoins Jofinson from further 
violations of Sections 5 and 17 of the Securities Act of 
1933 and Section 10(b) of the Securities Exchange Act 
of 1934. The complaint, which was filed on October 31, 
1977 alleged that Johnson and others had participated 
in an illegal distribution and a manipulation of the 
trading market for the common stock of Dimensional 
Entertainment Corporation. Johnson consented to the 
entry of the injunction without admitting or denying the 
allegations of the Commission’s complaint. The civil 
injunctive action is currently pending against fourteen 
remaining defendants. 





Litigation Release No. 8223/December 21, 1977 


SEC v. LEISURE INNS & RESORTS, INC., et al. 
71 Civil 4979 (HFW) 


William D. Moran, Administrator of the New York 
Regional Office, announced that on September 30, 1977 
and November 28, 1977, the Honorable Henry F. 
Werker of the United States District Court for the 
Southern District of New York signed Final Judgments 
of Permanent Injunction enjoining William Rosenberg 
(‘‘Rosenberg’’) of East Rockaway, New York, Leisure 
Inns & Resorts, Inc. (‘‘Leisure’’) and Lloyd W. Sahley 
(‘‘Sahley’’) of Cleveland, Ohio from further violations 
of the anti-fraud provisions of the Securities Act of 1933 


and the Securities Exchange Act of 1934. Leisure, 
Rosenberg and Sahley consented to the entry of the 
permanent injunctions without admitting or denying 
the allegations in the Commission’s Complaint. (SEC v. 
Leisure Inns & Resorts, Inc., et al., 71 Civil 4979 
(HFW)). 





Litigation Release No. 8224/December 21, 1977 


USA v. WALTER WILSON CARTER, JR., ROBERT 
TEMP, RICHARD DANIEL FREEMAN AND ALAINE 
CARTER TEMP 

(W.D. Tex) (Criminal No. 77 CR-238) 


Richard M. Hewitt, Administrator of the Fort Worth 
Regional Office of the Securities and Exchange 
Commission and Jamie C. Boyd, United States 
Attorney, Western District of Texas, today jointly 
announced the return of a 31 count indictment on 
November 22, 1977, against Walter Wilson Carter, Jr., 
Robert Temp and Alaine Carter Temp, all of San 
Antonio, Texas, and Richard Daniel Freeman, San 
Francisco, California, by a federa! grand jury at San 
Antonio. 


The indictment alleged 18 counts of mail fraud and 13 
counts of interstate transportation of property taken by 
fraud. Carter, Freeman and Robert Temp are each 
named in all 31 counts with Alaine Carter Temp being 
named in 30 counts. The charges were based upon the 
defendants’ activities on behalf of Independence 
Driiling Corporation and Continental Pacific Corpora- 
tion, both of San Antonio, and Diversified Monetary 
Systems, Inc., and Economic Control Corporation, both 
of San Francisco, in an alleged scheme involving the of- 
fer and sale to the investing public of working interests 
in oil and gas leases including contracts for the drilling 
and/or workover of oil and gas wells on the leases, said 
leases purportedly owned and operated by Indepen- 
dence Drilling Corporation and located in several South 
Texas counties. 


The indictment charged the defendants with making 
false, fraudulent and misleading representations 
concerning the ownership and operation by 
Independence Drilling Corporation of seven specific 
leases located in San Patricio County, Texas, the 
expenditure of investors’ money provided under 
contracts for the drilling and/or workover of oil and gas 
wells purportedly located on specific leases, and the 
amount of income to be expected from increased oil and 
gas production resulting from the workover of wells 
said to be existent on the specific oil and gas leases. 
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Additionally, the indictment charged that investment 
monies received by the defendants were diverted from 
the intended purpose and was commingled and used to 
make purported production payments to the investors, 
to pay the general operating expenses of Independence 
Drilling Corporation, Continental Pacific Corporation 
and Diversified Monetary Systems, Inc. and to other 
corporate and personal uses. 


For further information see Litigation Releases No. 
7561, 7613 and 7656. 





Litigation Release No. 8225/December 21, 1977 


SEC v. AMERICAN CENTENNIAL CORPORATION, 
et al. 


(M.D. Tenn. Civil Action No. 77-3236 NA-CV) 


Jule B. Greene, Administrator of the Atlanta Regional 
Office of the Securities and Exchange Commission, 
announced that on November 29, 1977 and on 
December 1, 1977, U.S. District Judge L. Clure Morton 
entered Orders of Permanent Injunction against 
American Centennial Corporation, (‘‘ACC’’) and 
Leonard M. Hurst (‘‘Hurst’’) respectively. ACC is a 
Florida corporation serving as an insurance holding 
company with its principal place of business in Nash- 
ville, Tennessee. Hurst, formerly of Orlando, Florida, 
currently resides in Knoxville, Tennessee. The Orders 
enjoin ACC and Hurst from further violations of anti- 
fraud provisions of the federal securities laws. The 
defendants consented to the entry of the Order of 
Permanent Injunction without admitting or denying the 
allegations of the Complaint. 


The Complaint alleged, inter-alia, that ACC, Hurst and 
others violated anti-fraud provisions of the federal 
securities laws in training inexperienced persons to sell 
ACC common stock endowing them with bulletins and 
circulars containing projections of profit, promises of a 
secondary market in ACC shares, and promises of divi- 
dends among other things. The Complaint further 
alleged that sales material had fraudulently compared 
ACC, a company with no history of operations to 
another insurance holding company which had 
experienced an unusual market rise shortly after its 
organization. 
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Litigation Release No. 8226/December 21, 1977 


SEC v. WILLIS E. BURNSIDE & CO., INC., ET AL. 
(Civil Action File No. 77-5686 (S.D.N.Y. 1977)) 


William D. Moran, Regional Administrator of the New 
York Regional Office, announced that on November 22, 
1977, the Securities and Exchange Commission 
(‘‘Commission’’) filed an action in the United States 
District Court for the Southern District of New York 
seeking: 


(1) a temporary restraining order and 
preliminary and permanent injunctions 
restraining and enjoining Willis E. Burnside 
& Co., Inc. (‘‘Burnside’’), a registered 
broker-dealer, from violating, and Warren 
K. Sayers, Burnside’s president, from 
aiding and abetting violations of, Sections 
15(c)(3) and 17(a) of the Securities Exchange 
Act of 1934, and Rules 15c3-1 (net capital), 
17a-3 (bookkeeping), and 17a-11 (supple- 
mental reporting) thereunder; and 


(2) the appointment of a temporary 
receiver for Burnside. 


On November 23, 1977, the Honorable Charles H. 
Tenney, United States District Judge, issued a 
Temporary Restraining Order (‘‘TRO’’) pursuant to the 
Commission’s application. On November 25, 1977, 
Judge Tenney vacated the TRO, upon the defendants’ 
motion, after the defendants had represented to the 
Court that they had deposited an amount of money in 
Burnside’s bank account equal to the net capital 
deficiency alleged by the Commission in its application 
for the TRO. 


A hearing commenced on November 29, 1977 on the 
Commission’s application for a preliminary injunction 
and the appointment of a temporary receiver. The 
hearing resumed on December 2, 1977 and December 
9, 1977, and was continued without date by Judge 
Tenney pending an available time period on Judge 
Tenney’s calendar. 





Litigation Release No. 8227/December 21, 1977 


SEC v. THE GOODYEAR TIRE & RUBBER 
COMPANY 

Civil Action No. 77-2167 (United States District Court ¢ 
for the District of Columbia) 





The Securities and Exchange Commission today 
announced the filing of a civil injunctive action in the 
United States District Court for the District of Columbia 
seeking to enjoin The Goodyear Tire & Rubber 
Company (‘‘Goodyear’’) from further violations of 
Sections 13(a) (reporting) and 14(a) (proxy) of the 
Securities Exchange Act of 1934 (‘‘Exchange Act’’) and 
the rules thereunder. 


The Commission’s Complaint alleges that between 
1964 and 1966 Goodyear and its senior officers estab- 
lished a secret Swiss bank account and deposited 
therein in excess of $522,000 of corporate monies 
derived from Goodyear and Goodyear’s foreign subsi- 
diaries. These funds had not been recorded on the 
books and records of Goodyear or its subsidiaries. 
Between 1964 and 1973, at the directions of senior 
Goodyear officers, approximately $260,000 was 
transferred from the account and maintained as a fund 
of cash at Goodyear’s corporate offices in Akron, Ohio, 
and was distributed as illegal corporate contributions 
and for other purposes. $262,000 of this fund was taken 
into account on to the books of a Goodyear corporate 
subsidiary in 1970. 


The Complaint also charges that between 1970 and 
1976 Goodyear, in connection with its foreign opera- 
tions, maintained other funds of cash that were not 
recorded on the books and records of the Company that 
totalled in the aggregate approximately one million 
dollars. These monies were amassed by various means 
including the diversion from corporate revenues of cash 
and confidential rebates paid by suppliers to Goodyear 
subsidiaries, the issuance of false and fictitious checks, 
and the issuance of false invoices. All of these efforts 
involved the falsification of the books and records of 
Goodyear. 


These funds were used for a variety of purposes 
including payments to minor governmental officials to 
insure an adequate supply of raw materials, police 


protection and to secure government business. In 
addition, these funds were used for political contribu- 
tions, for payments to foreign labor officials to settle 
labor problems and for the financing of, among other 
things, employee travel, schooling and moving 
expenses. 


The Complaint also charges that Goodyear made a 
$134,000 payment as its share of an industry wide 
payment to secure a government controlied increase in 
the price of tires in a Latin American country. This 
payment was made in cash to the top official of the 
rubber manufacturers trade association in the country 
and was falsely recorded in Goodyear’s books and 
records. 


The Complaint further alleges that Goodyear expended 
in excess of $500,000 in at least 20 countries as 
payments to political parties, low government officials, 
employees and agents as commercial bribes and other 
illegal or unaccountable payments to secure or 
influence government action, to acquire licenses to do 
business, to secure government purchases of 
Goodyear’s products, to expedite Customs clearances 
and to influence the outcome of civil litigation. 


The Complaint charges that Goodyear failed to make 
adequate disclosure of the activities described above in 
violation of Section 13(a) and 14(a) of the Exchange Act 
and rules thereunder. 


Goodyear has consented to the entry of a final judgment 
of permanent injunction enjoing it from further viola- 
tions of Sections 13(a) and 14(a) of the Exchange Act 
and rules thereunder. In so doing, Goodyear did not 
admit or deny any of the allegations of the Commis- 
sion’s Complaint. In addition, the settlement of this 
matter requires that Goodyear disclose in a Form 8-K 
filed with the Commission appropriate details with 
respect to the matters alleged in the Commission’s 
Complaint. 
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